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EXTENSION OF THE EXPORT ADMINISTRATION ACT

MONDAY, XABCH 88, 1076

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS,

SUBCOMMITTEE ON INTERNATIONAL FINANCE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to call, in room 5302, 
Dirksen Senate Office Building, Senator Adlai Stevenson (chairman 
of the subcommittee) presiding.

Senator STEVENSON. This morning the Subcommittee on Interna 
tional Finance begins hearings on S. 3084, a bill to extend the Export 
Administration Act which expires on September 30. With limited 
exceptions, the Export Administration Act if> the basic statutory 
authority for regulating U.S. exports for national security, foreign 
policy and supply management purposes.

The exercise of export control authority has been criticized by farm 
groups. National security analysts have complained about leakages of 
strategically significant goods and technology to foreign adversaries. 
Others have complained about the loss of America's technological 
superiority throughout the world and the lack of a coherent policy on 
technology transfers still others believe that U.S. policies are being 
undermined by such devices as bilateral agricultural agreements and 
ineffective supply monitoring.

Some of these issues are administrative in nature. Others raise ques 
tions of policy. The purpose of these hearings is to determine whether 
the criticisms which have been made are well-founded and determine 
whether legislative or administrative changes are necessary in oon- 
juunction with the extension of the export control authority.

Our first witness is J. Kenneth Fasick, Director of the International 
Division of the General Accounting Office.

SCopy of S. 3084 and a letter from the Department of Commerce 
ow:]

[S. MM. Mtfc COB*., M MM.) 
A BILL To extend the Export AdarinUtratloB Act of 1M9, ai amended

Be U enacted fry tKe Senate and Bonte of Repretentativet of the United State* 
of America in Congreu attembled. That the Export Admlnt«tr»ttoo Act of I960 
(Public Law 91-184, 50 U.8.C. App. 2401, et «eq.), u amended, U further 
amended by striking out "September 90,1976" in section 14, and Inserting in lien 
thereof "September 90,1979.".

(1)



GENERAL COUNSEL OF THE 
UNITED STATES DEPARTMENT OF COMMERCE,

Wathington, D.C., March 18,1976. 
Hon. WILLIAM PBOXMIBE, 
Chairman, Committee on Banking, Routing and Prftan Affair», U.S. Senate,

WatMngton, D.C.
DEAR MB. CHAIRMAN : This Is in reply bo your request for the views of tills 

Department concerning 8. 3084, a bill to extend the Export Administration Act 
of 1969, as amended. This legislation is Identical to a draft of legislation sub 
mitted to the Congress on May 19,1975, by Acting Secretary of Commerce Tabor. 

The Department of Commerce continues to support enactment of this legisla 
tion for the reasons set forth in the statement of purpose and need which the 
Secretary submitted to the Congress with the draft bill. A copy of the statement 
of purpose and need is enclosed for your convenient reference.

We have been advised by the Office of Management and Budget that there 
would be no objection to the submission of this report to the Congress and further 
that enactment of this legislation would be in accord with the program of the 
President.

Sincerely,
KARL E. BAKKE, 

General Countel.

EXTENSION OF THE EXPORT ADMINISTRATION ACT OF !»«», AS AMENDED

This legislation would extend until September 30, 1979, the authority granted 
by the Export Administration Act of 1969, as amended (SO U.S.C. App. | 2401 et 
aeq.), which terminates by its terms on September 30,1976.

The Export Administration Act of 1969, as amended, authorizes the President 
to regulate exports of U.S. goods and technology to the extent necessary (a) to 
protect the domestic economy from the excessive drain of scarce materials and 
to reduce the serious inflationary impact of foreign demand, (b) to further sig 
nificantly the foreign policy of the United States and to fulfill its international 
responsibilities, and (c) to exercise the necessary vigilance over exports from 
the standpoint of their significance to the national security of the United States. 
The Department of Commerce administers the act pursuant to a delegation of 
authority from the President.

STATEMENT OP J. KENNETH 1ASICK, DIRECTOR, INTERNATIONAL 
DIVISION, GENERAL ACCOUNTING OFFICE, ACCOMPANIED BY 
RICHARD J. PBICE AND ARTHUR A. SHANTZ
Mr. FASICK. Mr. Chairman, we welcome this opportunity to discuss 

with you some of our observations on export licensing of advanced 
technology and with me today are my associates, Richard Price and 
Arthur Shantz from my staff.

As you know, we also discussed this subject on March 11.1976. with 
the Subcommitt. <> on International Trade and Commerce of the House 
Committee on International Relations in connection with their consid 
eration of the extension of the Export Administration Act.

The principal basis for our testimony todav is our recently issued 
report on "The Government's Role in East-West Trade—Problems 
and Issues," which was issued on February 4. This report included 
certain findings and recommendations associated with administering 
and monitoring exports to and technology exchanges with Communist 
countries. Although this work centered on trade with Communist coun 
tries, many of these conclusions and recommendations apply to such 
export to all countries.

The major observation of our report is that the implementation of 
export control policy and procedures has resulted in a continuous 
series of ad hoc decisions and fragmented consideration of strategic



export controls. We noted an absence of agreement on criteria and 
standards for determining which goods and technology should be con 
trolled and whether foreign policy, commercial or defense considera 
tions should dominate export control policy. We concluded that lack 
of agreement reflects fundamental interagency aud international dif 
ferences regarding licensing standards and procedures to be followed 
in controlling exports.

We would now like to comment on some of the problems we iden 
tified with export control ix)licy and export control administration 
which were the bases for that overall conclusion I just cited.

First, there is limited monitoring of technology exports and assess 
ment of their impact. Present export controls predominantly in 
volve national security concerns and are primarily directed to moni 
toring trade with Communist countries. However, monitoring and 
assessing technology exports for security or other national interests 
are of limited effectiveness. If controls are to be effective, the execu 
tive branch will need to increase its understanding of the many ways 
technology can be transferred. A capability also needs to be devel 
oped to assess the impact of'these transfers on the national security 
and the domestic economy. This problem is not insignificant for no 
one in or out of Government knows, to our knowledge, the value or 
extent to which technology has been transferred into or out of the 
United States.

Technology may be exported in the form of a prototype, a blue 
print, or knowledge in a technician's mind. It may leave the country 
in the mind of a foreign visitor or as a package in the mail, a sales 
symposium held for prospective customers, or as a result of foreign 
visitors viewing discrete engineering phases which collectively en 
compass an entire technology process. Existing regulations allow 
uncontrolled technology transfer through exempt educational data, 
patent information, and information necessary to make a sales pro 
posal from the requirements of obtaining a validated export license. 
Thus, exporters can interpret the regulations and determine whether 
or not technology can be transferred without Government review and 
approval.

Another concern of ours is the executive branch's position that, 
business would not voluntarily disclose marketable technology and 
that technology which is marketable is also proprietary and thus 
would not be exported without application for a validated license. 
However, business practices contradict this assumption. For example, 
a Government study observed that the Soviet ability to stimulate 
competition among three large U.S. aerospace companies for the sale 
of advanced aircraft production technology had induced each firm 
to provide detailed briefings on aircraft production technology to 
Soviet experts. The study concluded such information conveyed a 
direct benefit to autonomous Soviet aerospace efforts, and observed 
U.S. companies gave this information to secure a foothold in the 
Soviet market.

The Government has no mechanism nor any clearly defined author 
ity for monitoring the export of technology for the purpose of assess 
ing its impact on national economic interests such as employment and 
balance of trade. Even for security reasons, no reporting system exists 
through which the Government would be informed of the many tech-



nology transfers private industry makes. For example, the executive 
brancn has no authority to require the submission cf private sector-" 
Communist government technology exchange agreements—these are 
sometimes known as protocols—for review and approval.

Moreover, trade promotional activities of Commerce's Bureau of 
East-West Trade and of the Department of State created pressure on 
Commerce's Office of Export Administration to approve exhibits or 
exports of controlled commodities to Communist countries. For ex 
ample, approval was given for exhibiting controlled equipment at the 
U.S. machine tool show in Moscow in April 1974. This pressure for 
approval weakens the asserted general rule that Commerce should not 
license for exhibition what it cannot unilaterally license to sell.

In its reply to our report, the East-West Foreign Trade Board 
stated its belief that the executive branch has been successful in apply 
ing export control laws to prevent technology transfers to Communist 
countries when such technology would likely be applied to enhance 
military capabilities. However, the Board's reply also stated that there 
was no doubt some technology has entered the Soviet Union and East 
ern Europe in violation of United States and COCOM export controls 
and enforcement procedures.

Second, the legislation which provides authority for controlling ex 
ports to Communist countries is broadly stated and as such does not 
provide clear guidance, or standards to be used in controlling exports 
for national security reasons. Possibly some confusion occurs because 
of recent amendments encouraging the promotion of trade. These 
amendments supported the executive branch's earlier shift of export 
policy emphasis from controlling trade with Communist countries to 
promoting it. Further, foreign policy considerations and diplomatic 
initiatives since 1969, not explicit national security considerations, 
have resulted in continued relaxation of national security export 
controls.

The Mutual Defense Assistance Control Act of 1951— Battle Act- 
was designed to extend U.S. export controls to a multilateral control 
system. It authorized an administrator, and this function was exer 
cised by the Secretary of State. Over the years, State has liberally 
interpreted the Battle Act in deference to diplomatic necessity. For 
example, in 1958 within COCOM, State agreed to remove all non- 
military commodities under one title of the international embargo list 
and to permit the export of these commodities if the export transac 
tions were reported, while retaining a prohibition on all military ex 
ports. This permitted multilateral liberalization of trade with Com 
munist countries without risking congressional debate over allied mili 
tary sales to these countries. These and similar exceptions agreed to 
over the years have resulted in the international export control lists 
not reflecting U.S.-initiated controls as they once did and were in 
tended to by the Battle Act. On the contrary, U.S. domestic export 
controls are now modified in accordance with international initiated 
controls.

Third, the executive branch organizations administering controls are 
inadequately equipped to effectively implement and administer export 
control policies and procedures. Commerce's Office of Export Adminis 
tration, the principal organization responsible for administering ex 
port controls, has significant limitations on its effectiveness. Its per-



sonnel has been reduced from 197 to 141 since 1971 despite its in 
creased responsibilities. The Office presently has too few professionals 
to review the increasingly complex technical parameters on permis 
sible exports to Communist countries.

Restrictions on the Office's compliance activities have necessitated 
using Department of State personnel for foreign and Communist 
country compliance efforts and Central Intelligence Agency person 
nel for diversion-related information. However, compliance activities 
of the Office of East-West Trade in the Department of State in Com 
munist countries have ceased and export control work of specifically 
assigned personnel overseas has been reduced. State's positions, or the 
number of people assigned for this purpose for overseas compliance 
work has also been reduced.

Fourth, two separate interdepartmental export control committees 
involved in export control matters are duphcative, time consuming 
and reflective of parochial departmental interests. Various organiza 
tions share the responsibility for administering and enforcing current 
export controls. Controls required by the Export Administration Act 
are administered by Commerce's Office of Export Administration and 
the Interagency Advisory Committee on Export Poll.,j chaired by 
Commerce. Controls required by the Battle Act are administered 
through COCOM. U.S. participation in COCOM is administered by 
State's Office of East-West Trade and the Interagency Economic 
Defense Advisory Committee chaired by State.

Both interagency committees consist primarily of ref jntatives 
from Commerce, State, Defense, Treasury, the Nuclear Regulatory 
Commission, and the Central Intelligence Agency.

Requests for exporting controlled items must be decided on a case- 
by-case basis because there is no basic jnteragency agreement on cri 
teria for export controls nor for whether diplomatic, commercial, or 
security consideration should dominate trade policy with Communist 
countries. There is also a reluctance to publish the characteristics of 
approved export licenses for particular commodity exports because 
of the fear of developing a precedent which would prevent denial of 
similar cases under different conditions.

Commerce's licensing procedures are slow, awkward, and needlessly 
dependent on unaccountable practices such as a requirement for unan 
imous approval, and arbitrary., unlimited, and unstructured discus 
sions in its interagency advisory committee. Also, without a rule of 
precedent, because of basic interagency conflict over export control 
policy, there is no assurance that even hard-won interdepartmental 
consensus on particular export control cases is not undone by the han 
dling of other similar cases.

The slight difference in the nature of activities of the committees 
does not justify the existence of two separate export control review 
committees chaired by two different executive departments. A more 
balanced review of national security implications of export control 
cnses is more likely under the Commerce Committee than under the 
State committee where diplomatic considerations are dominant. In 
addition, the State committee principally reviews foreign exception 
cases which are also reviewed by the Commerce Committee \>ecause 
of the need for reexport approval of TT.S.-controlled components or 
technology. Thus, the Commerce Committee should assume the respon-



sibility of the State committee and improve its operating procedures 
to consider export control cases in a timely manner. This improvement 
can principally be made by changing the requirement for unanimous 
to majority approval.

In summary, Mr. Chairman, our East-West trade report made a 
series of recommendations to the executive branch which were intended 
to improve the administration of national and international export 
controls. Specifically, we believe: (1) The role of the Department of 
Commerce should be expanded; (2) approval for COCOM exception 
cases should be more carefully assessed against U.S. national security 
interests; and (3) the understanding of international technology 
transfers should be increased to permit assessment of their impacts on 
security and other national interests.

Our report also identified several important matters for considera 
tion by the Congress. The administration of export controls and tech 
nology exchanges has important implications for many national in 
terests. This subcommittee's efforts to examine the need for amending 
the Export Administration Act should include consideration of na 
tional policy goals for relationships with Communist countries. Such 
consideration requires coordinated attention by various congressional 
groups involved with specific political, economic, or security issues of 
this relationship. I might point out here, for example, the Senate 
Foreign Relations, this committee, and the Finance Committee and 
the Armed Services Committee are concerned with all these implica 
tions and their counterparts on the other side of the House have the 
same problem. The formation of export control policy and its rela 
tionship to national goals also requires the joint effort of the legislative 
and executive branches of our Government. The responsibilities of 
pri'-ate interests in the policy formation and implementation process 
should be considered as well r.s the Government's need for information 
about private sector activities.

Mr. Chairman, this completes my statement. We would be pleased 
to respond to any questions you might have. 

Senator STEVENSON. Thank you, Mr. Fasick.
Your conclusions aren't very different from those of the Murphy 

Commission, which likewise, are critical. That Commission concluded 
that existing export control procedures failed to protect the national 
security interests on the one hand, and also failed to serve the com 
mercial interests of the exporter on the other hand. So, as far as I 
know, everyone who has taken a hard look at these export control 
procedures and the institutions which implement them has been 
critical.

I think there are some limits to what we can do in the Congress. 
We recognize, too, that many of these inadequacies are administrative 
and short of putting pressure on the agency there are limits to what 
we can do.

I do have a few questions. You would agree, would you not, that 
the commercial interest in making an export sale is subordinated to 
the larger national security interests considered by the Defense De 
partment and the objectives of American foreign policy presumably 
considered by the State Department? Why, if that's the case, should 
the Commerce Department have the predominant role in controlling 
technology transfers? Why should it have any role at all ?



Mr. FASICK. Well, the three Departments, of course, have somewhat 
separate but overlapping but still some distinct interests—Defense for 
security reasons; Commerce, of course, is primarily interested in pro 
moting trade; and State is concerned with the diplomatic initiatives.

We believe the Commerce Department is best equipped, however, 
still working within the framework of security and diplomatic con 
straints, to administer the program. We wouldn't suggest that the 
State Department nor the Defense Department be completely out of 
the picture.

Another forum is your East-West Foreign Trade Board. I think it's 
composed of members of all of these agencies and it, in terms of the 
overview, would insure a proper balance.

Senator STEVENSON. We continually focus on our relationships with 
Communist countries, as you do on page 10. COCOM is a manifesta 
tion of our allies' preoccupation with this relationship. Yet commu 
nism isn't inherently a serious threat. I think those who understand 
something of Russian history, for example, know that Russian imperi 
alism, which is the real threat, antedates by half a millennium Marx 
and Lenin. I know many of them would say that nothing of any great 
significance happened in Russia in 1918.

Why do we m our policy make this distinction between Communist 
nations and non-Communist nations ? Isn't it possible that the threat 
can come from non-Communist nations; that there are variations 
within the Communist world? Do we have institutional safeguards 
such as COCOM for transfers of high technology items and know-how 
to non-Communist countries which might use them to our disadvantage 
themselves or retransfer them to other countries ?

Mr. FASICK. Well, the system today does provide for the executive 
branch to exercise some controls over reexports of technology from 
non-Communist to Communist countries. Indeed, this is probably one 
of the greater problems, brought to bear through COCOM for other 
countries to reduce the controls that presently exist or have existed. 
This is one of the very, very difficult problems and that is the prob 
lem of——

Senator STEVENSON. By this, you mean the sort of onsite verifica 
tion, the end-use control ?

Mr. FASICK. Yes, sir.
Senator STEVENSON. Well, that's part of the question. You have said 

that's the responsibility of state, as I understand it.
Mr. FASICK. Basically, yes.
Senator STEVENSON. Is there any onsite verification, any enforce 

ment of end-use controls by State ?
Mr. FASICK. Not to our knowledge in non-Communist countries. 

• Senator STEVENSON. In non-Communist countries. How about Com 
munist countries ?

Mr. FASICK. In non-Communist countr'es I think we depend upon 
the discipline of the members of COCOM to prevent the reexport of 
items that we agree, should not be reexported.

Senator STEVENSON. We depend on the discipline of whom ?
Mr. FASICK. Of the members of the COCOM agreement.
Senator STEVENSON. To do what?
Mr. FASICK. To self-discipline themselves with respect to controlling 

reexport of controlled items. As we pointed out, we have a limited
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capability overseas, personnel and otherwise, really the physical prob 
lem of endeavoring to control it, to control precisely reexport.

Senator STEVENSON. Do the other members having physical presence 
overseas attempt to implement contiols against retransfers, end-use 
controls?

Mr. FASICK. No; I think, as I indicate, their principal control is the 
self-discipline exercised by each member of COCOM, their own cus 
toms, their own administrative system within each of the member 
countries.

Senator STEVENSON, So there's no control ?
Mr. FASICK. It's limited. It's been ouestioned by a number of people 

as to whether we should even : A upon end-use controls as a 
consequence.

Senator STEVENSON. Do we apply different standards with respect to 
technology transfers to Eastern European and Soviet countries? Let 
me back up one step. What countries are subject to the COCOM con 
trols, Communist countries ?

Mr. FASICK. All Communist countries, including the People's Re 
public of China.

Senator STEVENSON. How do we define Communist countries? Is that 
a nonmarket economy ?

Mr. FASICK. I would suggest that would be the clearest, short of 
identifying the countries specifically.

Senator STEVENSON. Does that definition pick up countries which 
are not Communist- ?

Mr. FASICK. I can't think of any that it would include. The COCOM 
controls are basically directed toward Communist countries which you 
can characterize as nonmarket. I can't think of an exception to this, 
can you?

Mr. SHANTZ. I think the COCOM restrictions apply to essentially 
centrally planned economics, the Communist countries, state socialism. 
I'm not certain what are you asking, if there are presently non-Com 
munist countries which are subject to multilateral export controls.

Senator STEVENSON. Yes; what I'm getting at is this rather artificial 
distinction between the Communist and non-Communist countries. 
The point at the outset is we determine what is a Communist country 
by deciding whether it has a market or nor.: larket economy, and the 
final point if that the organization of the economy of the state has 
very little to do with our own national security. Our real concern ought 
to be the foreign policy objectives and the history of the country, the 
size of the nation. We ought to have a policy which permits or enables 
us to differentiate between Yugoslavia and the Soviet Union, perhaps 
between the Soviet Union and the People's Republic of China, not 
to mention distinguishing between other countries which may have 
market economies but still be a threat to the United States.

Mr. SHANTZ. I think such differentiations among Communist states 
are presently made. For example, you mentioned Yugoslavia and the 
People's Republic of China. The Commerce Department does not have 
a monolithic designation for Communist countries as such. The cold 
war origin of this legislation I think attempted to characterize coun 
tries with Communist political systems as reflecting the influence of 
the Soviet Union or being urder the political sway of the Soviet Union. 
Subsequently, that has been modified so that the export controls
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applied to the People's Republic of China would not be identical to 
those applied to the Soviet Union or Yugoslavia for that matter, or 
R /mania, Poland—there are distinctions made.

Senator STEVENSOX. The distinction is they are all subject to 
COCOM controls?

Mr. SHANTZ. That's correct.
Senator STEVEXSON. But distinctions are made in the granting of 

exceptions between these countries? In other words, we treat the Peo 
ple's Republic of China and the Soviet Union differently?

Mr. SHAXTZ. When we get into that area, it is discussed in some 
detail in the classified report as to the nature of the distinctions which 
are made among various Communist countries and for which commod 
ities those distinctions are made——

Mr. FASIOK. I think this, in practice, is what the executive branch 
is doing. It is treating each case in relationship to a country as 
opposed to having some precedent which can be universally applied, 
and I think you're getting to the heart of a question which this 
committee should be concerned with, and that is should C ,ngress give 
more precise guidance to the executive branch or do we retain the 
rather broad criteria that now exists under the present law? Under the 
present law they can exercise this type of discretion on a country-by- 
country, case-by-case basis.

Senator STEVEXSOX. Well, I'm not one who believes that the Con 
gress is competent to make foreign policy. Accepting the practical and 
the constitutional limitations on the power of the Congress to adopt 
a foreign policy and accepting further the premise that foreign policy, 
including national security considerations, ought to be predominant in 
the administration of export controls, what guidelines are possible for 
enactment by this legislative, branch of the Government except such 
as are so vague or broad as to be meaningless? Whether they are 
broad or based on an ad hoc case-by-case basis method, it seems to 
me offhand that those guidelines have to be geared to considerations 
of foreign policy, foreign policy objectives, and to perceptions of 
foreign interests, including historical considerations, the changing 
forms of government, what the government is going to be tomorrow, 
not just today, and the relation of technology to policy objectives 
and national security considerations, all of which arc just beyond the 
competence of the Congress.

Now. if not, what kind of guidelines are you suggesting that aren't 
so vague as to be meaningless ?

Mr. FASICK. It's rmite a dilemma. Our report basically addresses the 
administration of the program within the framework of the existing 
law. We did point out a number of ways in which the administration 
could be improved and could develop more consistency.

On the, other hand, the basic question is the one you identified, Mr. 
Chairman, when you opened up this session today; and that is, 
basically, do we want more control or less control: and if you v.'ant 
either or the other, what form or how can this be expressed in 
legislation, or do we want to maintain the .status quo with just more 
guidance being given to the executive branch in terms of congressional 
intent?
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Senator STEVENSON. Is it true that so-called protocols, the contracts 
between private firms and foreign governments which provide for the 
delivery of services or turnkey projects, aren't subject to any controls 
at all?

Mr. FASICK. The basic protocol between a U.S. company or corpora 
tion and the Soviet Union is a private protocol between the two and 
it is not required that those protocols be reviewed and approved by the 
U.S. Government. Now the individual contracts are subject to the 
review or the validated licensing which the process calls for.

Senator STEVENSON. The individual contracts for the delivery of 
know-how and services, as opposed to equipment, are they subject 
to review ?

Mr. FASICK. Yes; for the sale of the particular item or service. But 
a corporation can have highly diversified product or service lines and 
enter into a broad protocol with the Soviet Union. This is not subject 
to review or approval by the U.S. Government. Within the framework 
of that protocol, they may identify specific items which the Soviet 
Union wants to procure which the American contractor would like 
to sell to the Soviet Union. It can be a computer system or a truck 
plant or any number of the things that have actually happened, but 
most of these contracts are negotiated and undertaken within the 
framework of a broad protocol that the company has with the Soviet 
Union. During the course of administering the protocol, a company 
may have many opportunities to discuss a high degree of technical 
matters with their Soviet counterparts.

Senator STEVENSON. How do you subject those relationships to 
control 1

Mr. FASICK. Again, provision could be made that the administration 
could determine that such protocols need to be reviewed and approved. 
I'm not suggesting this is the answer. We pointed this out, though, 
as one area that showed an inconsistency in the degree and weaknesses 
in the degree of technology transfer control.

Senator STEVENSON. Does the administration subject such protocols 
to control under the Export Administration Act or other law*

Mr. SHANTZ. No. The Commerce Department proposed, I believe it 
was in 1974, that such protocols be subject to Commerce review for 15 
days prior to their signature by the parties. They proposed such legis 
lation to the Congress. Congress did not pass that legislation and it is 
our understanding that it was vigorously opposed by the trades. 

Senator STEVENSON. That was in 1971 ? 
Mr. SHANTZ. 1974.
Senator STEVENSON. Well, the business community is concerned be 

cause of the redtape, the long delays, and I gather in the case of many 
of the high technology items it's gotten worse perhaps partly because 
of the new role played by Defense.

What do you do about that? Is it just a question of insufficient 
personnel or interagency disagreements or what?

Mr. SHANTZ. Well, I think one of the areas the report addresses is 
the general issues of accountability—who is making the decision under 
what criteria and what is the predictability or probability that that 
decision is going to be repeated again under similar circumstances? 
That, it seems to me. is the primary business concern. Can you export 
a particular commodity under what circumstances and to whom ?
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We recommended that a publication of export licenses together with 

criteria which would make them identifiable would facilitate this 
process.

Senator STEVENSON. On a country-by-country basis?
Mr. SHANTZ. Yes.
Senator STEVENSON. You're not just making that old distinction be 

tween Communist and non-Communist. It would be country-by- 
country for all countries and for all commodities?

Mr. SHANTZ That's right. The problem with the proposed is that 
the executive branch would lose a great deal of its discretion under 
particular conditions to grant or deny a license.

Senator STEVENSON. Yes. I see problems with that, too.
In the 1974 legislation we established some export monitoring 

authority in the Department of Commerce in short supply situations. 
Can you tell us to what extent that mandate is being effectively car 
ried, out by the Department of Commerce?

Mr. SHANTZ. Well, the Office of Export Administration has created 
a short supply division which is primarily responsible for implement 
ing embargo or short-supply decisions. Commerce has also created a 
watch list to monitor particular commodities that the Office of Business 
Research and Analysis considers to be either in short supply or poten 
tially in short supply prior to moving into the mandatory monitoring 
phase as called for by the act.

It would appear the greatest weakness in the short-supply monitor 
ing is the interagency consultation. The act calls for interagency con 
sultation both for the decision to impose mandatory monitoring and 
for the decision to implement export controls. The Commerce Depart 
ment is required specifically to consult with the Department of Agri 
culture and the Federal Energy Administration regarding shortages 
in their areas of responsibility; but it uses the operating committee of 
ACEP, essentially a national security export control committee in 
which individuals do not have the kind of economic or industry fa 
miliarity necessary to assess short supply situations.

Senator STEVENSON. Are you suggesting that in the regulation of 
technology exports we should assess not only the political and national 
security implications, but also the domestic economic consequences?

Mr. FASICK. Yes. We are suggesting that some consideration should 
be given to developing a means for appraising or assessing the eco 
nomic impact of technology transfers. Technology in terms of its raw 
costs may be substantially misleading in terms of the price that the 
economy ultimately would have to pay because of that technology 
being practiced somewhere else in the world. So I think more thought 
has to be given to the ultimate price we are paying for technology 
transfer in terms of not just security and diplomatic interests but 
economic interests.

Senator STEVENSON. You seem to be suggesting a protectionist policy 
with respect to the export of technology, not alone to Communists 
adversary countries but to all countries.

Mr. FASTCK. We are not suggesting a policy. We are suggesting that 
we need the information to be able to decide what our policy should 
be. We are neither suggesting protectionism or nonprotectionism, but 
we don't know today what the economic impact is of many of the 
technology transfers that we have committed ourselves to or are 
considering.

69-300 O - 16 - 2
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Senator STEVENSON. But are you suggesting a study then ? It seems 

to me, in addition to information about the economic consequences of 
technology exports? that you have to "onsider basic policy questions 
such as the possibility of retaliation, whether such protectionist policy 
once adopted in the United States would be followed by similar poli 
cies elsewhere with the result that free trade or exchanges of tech 
nology over the world would be seriously curtailed to the disadvantage 
of all.

Now if so, more than just information about economic consequences 
is required. Some major policy judgments are required which in turn 
require more than information. How do you get there ? Are you sug 
gesting a study of the whole subject, the entire proposition ?

Mr. FASICK. We are suggesting that the export control system must 
have built into it some way for some degree of soundness and con 
sistency measuring the economic impact of the more substantial tech 
nology transfer decisions that are made.

Senator STEVENSON. Let me interrupt there to ask, do other 
advanced industrial societies control technology experts in order to 
protect their domestic economy, for economic as opposed to purely 
military or political reasons?

Mr. FASICK. I don't have a specific example, but I would suggest 
they do. One of the most current examples—a case of one of the Euro 
pean countries that established an automobile assembly plant in the 
Soviet Union and today they fear the competition and underpricing 
that's taken place on that type of vehicle that's now being exported 
by the Soviet Union. It's a very simple, maybe over-simplified example 
of an impact that ought to be considered.

Senator STEVENSON. Of course, we have suggested that with respect 
to the Eximbank. The Bank not only makes transfers but it also 
finances them at subsidized levels of interest rates. That's a pretty 
obvious example of economic consequences. The Eximbank role clearly 
ought to be assessed. I don't think it has been.

Mr. FASICK. I don't think they are doing as good a job in that area 
as they should either.

Senator STEVENSON. Let me make sure I understand. Is the best way 
to respond to this proposition now with a study and, if so, does that 
require legislation? Are you suggesting a congressionally mandated 
study ?

Mr. FASICK. That's one way of suggesting it.. I think a committee, 
report or, indeed, the legislation itself could provide for the executive 
branch study in sharpening their practices in this area.

Senator STEVENSON. You state that foreign policy considerations 
and diplomatic initiatives since 1969 and not explicit national secu 
rities considerations ha.ve resulted in the continued relaxaton of con 
trols. That sourds like a diplomatic way of saving since the intro 
duction of detente our guard has been let down. Can you be less diplo 
matic and mere specific? What evidence do you have that national 
security export, controls were in fact relaxed after 1969 ?

Mr. FASICS. Well, maybe a good example is the three exception 
requests from European countries on semiconductors, definitely a con 
trolled area. Because of the pressure of our OOCOM allies, actually 
their threatening to leave COCOM if these exceptions weren't granted, 
the operating leve! decisions were reversed and they went to the Presi-
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dential level for decision. Two of the three cases were given excep 
tions. It's an illustration of diplomatic pressure or erosion of COCOM 
consensus.

Senator STEVENSON. That was as a result of pressure from other 
allies?

Mr. FASICK. Other countries requesting exceptions, yes.
Senator STEVENSON. What about unilateral U.S. pressure, the im 

plementation of detente so-called; has that resulted in compromises of 
national security controls?

Mr. FASICK. I think the example we gave in our statement of the 
machine tools at the exhibit in the Soviet Union again was an example 
of the pressure that's being brought to bear to reduce the controls, 
lessen the controls, ones that were fairly firmly set in concrete.

Senator STEVENSON. Is the ball bearing case a case in point?
Mr. SHANTZ. Yes; it would be a case in point. I think the statement 

you're addressing in the report concerns the fact that export controls 
standards, criteria, -regulations, were administered differently than 
previously without necessarily changing the wording of the regula 
tions themselves, and the reason they were administered differently 
is because of the, higher weighting given to political-diplomatic con 
siderations. There was an effort to generate movement toward com 
mercial interaction, to increase trade between the two countries, and 
to create among the American business community an awareness that 
the administration is receptive to promoting East-West trade.

Senator STEVENSON. What's the evidence? Are there specific cases 
to bear up the conclusion that there was a change in 1969 ?

Mr. SHANTZ. Well, there are exports.
Senator STEVENSON. There's the ball bearing case.
Mr. SHANTZ. There were exports which were permitted which had 

not previously been permitted. In other words, a commodity which 
prior to that time had not been available for export. There's a con 
gressional mandate, if you will, under the Export Administration Act 
that U.S. controls not exceed those of other COCOM countries.

Senator STEVENSON. Your study went beyond technology transfers. 
Did it assess such bilateral supply commitments as the second grain 
deal'

Mr. SHANTZ. We looked at the grain agreement, not the long-range 
supply agreement. We looked at the United States-Soviet agricultural 
agreement and attempted to review the. type of reciprocity in that 
agreement and the kind of compliance with the agreement by the 
United States and the Soviet Union. In other reviews we have looked 
at long-range grain agreements.

Senator STF.VKNSON. What, if any, controls should be exercised in 
the case of such long-term supply agreements? By the way, as you 
probably are aware, among other things, this commits the United 
States to supply of between 6 and 8 million tons of grain a year. It 
provides explicitly that during that period of time, the United States 
will exercise no control under the Export Administration Act with 
respect to the Soviet Union and, by implication at least, it says that 
these are one-way commitments, effectively. These U.S. commitments 
will continue irrespective of the political behavior of the Soviet Union 
in Angola and the Middle East, at the SALT bargaining table or any 
where else. Now we have already held some hearings on this agree-
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merit which to my own way of thinking is far more dangerous and 
destructive of American interests than the first grain deal, the so- 
called "Great Grain Robbery," and it was negotiated by the State 
Department. As far as I know, there was no participation by any 
other agencies of Government except the Agriculture Department 
which would have been involved somewhat, but it wasn't in a pre 
dominant role.

Now to what safeguards or procedures should such agreements with 
all of their economic and political consequences be subjected to in the 
future?

Mr. FASICK. First of all, we have taken the position that there are 
a number of items that are not presently subjected to congressional 
approval and scrutiny which should be, and I think this particular 
long-range Soviet grain agreement was one of those. In our overall 
report I think we point out the need for improved linkage between 
trading and diplomatic and security or strategic interests and the need 
for more consideration to be given to it. We weren't suggesting neces 
sarily that that particular grain deal be consummated, but we think 
that there was more of a need on the part of the executive branch to 
link the various issues involved in relationship with Russia in this 
particular instance.

One thins; that the new grain agreement does do, which wasn't evi 
dent in 1972 or 1973 or 1974, it prevents the Russians as a monopsonis- 
tic buyer, or a nonmarket economy, coming in with a great deal of 
disruption into our market, causing more turmoil than we anticipated. 
It assures a floor and sets a ceiling on Soviet market transactions.

Senator STEVENSON. Well, if I could interrupt, Mr. Fasick, at that 
point, I'm not sure it does that because it doesn't and can't prevent 
the Soviet Union from buying American commodities in non-American 
markets nor from selling its own commodities in world markets when 
its purchase commitments exceed its requirements. There are practical 
limitations, but that's why I say that effectively this is a one-way 
street. It commits the United States to sell. It really doesn't commir. 
the Soviet Union to do anything. If its opportunities under that agree 
ment are insufficient, buy more elsewhere. And it does not affect soy 
beans, for example, a good source of protein for feed, nor does it pre 
vent the Soviet Union, nor could it, from selling its own commodities 
if its purchase obligations are in excess of its requirements. So it really 
looks like a one-way street and where it mieht have given us an op 
portunity to put ourselves in an equal position with respect to this 
monopsonistic society; for example, through more access to supply 
and demand information in the Soviet Union, there's nothing, not a 
word, not a commitment.

Mr. SHANTZ. Those items are covered under the previous United 
States-Soviet agriculture agreement.

Senator STEVENSON. I'm aware of that commitment. We held hear 
ings on it and in fact it's led nowhere. It just hasn't produced what was 
promised.

Mr. FASIOK. Aren't the Soviets committed to buy a minimum of 6 
million to 8 million ?

Senator STEVENSON. Yes, they are, but they are not prevented from 
selling it.

Mr. FASICK. From reselling?
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Senator STEVENSON. They are not theoretically supposed to resell 
the same commodity, but they could take it in on one elevator and sell 
it out through the other elevator. It's very difficult for me to see what 
the American farmer or the country gained, and the greatest concern 
that you find expressed abroad is the evidence of irresolution and 
unwisdom in the United States. It's utterly incomprehensible in most 
parts of the world, at least those in which I have traveled. The United 
States can't acquire control over its supply of food which is essential 
not only to the Soviet Union but to other countries. Coupled with such 
evidence of irresolution as the experience in Angola this creates great 
anxiety. What should we do about it, if anything?

Mr. SHANTZ. One of the things our report points out is the difficulty 
in linking political and economic benefits and in attempting to admin 
ister in any feasible way such as linkage. Someone has to implement 
it. Someone has to apply some sort of criteria to comply or not comply. 
It's exceedingly complex and very, very difficult administratively.

Senator STEVENSON. Gentlemen, that's very helpful testimony and 
your study is, too. We have some possibilities for legislation, as I said 
earlier. The main thing is bringing some greater pressure to bear on 
the administration and indeed it is helpful and we are grateful to you.

Mr. FASICK. Thank you.
[The complete statement of Mr. Fasick follows:]

STATEMENT OF J. KENNETH FASICK, DIRECTOR, INTERNATIONAL DIVISION, GENERAL
ACCOUNTING OFFICE

Mr. Chairman and members of the Committee, we welcome this opportunity 
to discuss with you some of our observations on export licensing of advanced 
technology. With me today are my associates Richard J. Price and Arthur A. 
Shantz.

As you know, we also discussed this subject on March 11. 1976, with the Sub 
committee on International Trade and Commerce of the House Committee on 
International Relations in connection with their consideration of the extension 
of the Export Administration Act.

The principal basis for our testimony today is our recently issued report on 
"The Government's Role in East-West Trade—Problems and Issues." This report 
included certain findings and recommendations associated with administering 
and monitoring exports lo und technology exchanges with Communist countries. 
Although this work centered on trade with Communist countries, many of these 
conclusions and recommendations apply to such export to all countries.

The major observation of our report is that the implementation of export 
control policy and procedures has resulted In a continuous series of adhoc deci 
sions and fragmented consideration of strategic export controls. We noted an 
absence of agreement on criteria and standards for determining which goods 
and technology should be controlled and whether foreign policy, commercial or 
defense considerations should dominate export control policy. We concluded that 
lack of agreement reflects fundamental interagency and international differences 
regarding licensing standards and procedures to be followed in controlling 
exports.

We would now like to comment on some of the problems we identified with 
export control policy and export control administration.

LIMfTED MONITORING AND ASSESSMENT

First, there Is limited monitoring of technology exports and assessment of 
their impact. Present export controls predominantly involve national security 
concerns and are primarily directed to monitoring trade with Communist 
countries. However, monitoring and ansetwing technology exports for security or 
other national interests are of limited effectiveness. If controls are to be effec-
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tire, the executive branch will need to Increase its understanding of the man/ . 
way* technology can be transferred. A capability also needs to be developed 
to assess the impact of these transfers on the national security and the domestic 
economy. This problem is not Insignificant for no one in or out of Government 
knows, to our knowledge, th« value or extent to which technology has been 
transferred Into or out of the United States.

Technology may be exported in the form of a prototype, a blueprint, or knowl 
edge in a technician's mind. It may leave the country in the mind of a foreign 
visitor or as a package In the mall, a sales symposium held for prospective cus 
tomers, or as a result of foreign visitors viewing discrete engineering phases 
which collectively encompass an entire technology process. Existing regulations 
allow uncontrolled technology transfer through exempt educational data, patent 
Information, and information necessary to make a sales proposal from the 
requirements of obtaining a validated export license Thus, exporters can Inter 
pret the regulations and determine whether or not technology can be transferred 
without Government review and approval.

Another concern of ours is the executive branch's position that business would 
not voluntarily disclose marketable technology and that technology which is 
marketable is also proprietary and thus would not be exported without applica 
tion for a validated license. However, business practices contradict this assump 
tion. For example, a Government study observed that the Soviet ability to stimu 
late competition among three large U.S. aerospace companies for the sale of ad 
vanced aircraft production technology had induced each firm to provide de 
tailed briefings on aircraft production technology to Soviet experts. The study 
concluded such information conveyed a direct benefit to autonomous Soviet 
aerospace efforts, and observed U.S. companies gave this information to secure 
a foothold in the Soviet market.

The Government has no mechanism nor any clearly defined authority for moni 
toring the export of technology for the purpose of assessing its impact on na 
tional economic interests such as employment and balance of trade. Even for 
security reasons, no reporting system exists through which the Government 
would be informed of the many technology transfers private Industry makes. 
For example, the executive branch has no authority to require the submission 
of private sector-Communist government technology exchange agreements for 
review and approval.

Moreover, trade promotional activities of Commerce's Bureau of East-West 
Trade and of the Department of State created pressure on Commerce's Office 
of Export Administration to approve exhibits or exports of controlled commodi 
ties to Communist countries. For example, approval was given for exhibiting 
controlled equipment at the U.S. machine tool show in Moscow in April 1974. 
This pressure for approval weakens the asserted general rule that Commerce 
should not license for exhibition what it cannot unilaterally license to sell.

In its reply to our report, the East-West Foreign Trade Board stated its belief 
that the executive branch has been successful in applying export control laws to 
prevent technology transfers to Communist countries when such technology 
would likely be applied to enhance military capabilities. However, the Board's 
reply also stated that there was no doubt some technology has entered the Soviet 
Union and Eastern Europe in violation of U.S. and COCOM export controls and 
enforcement procedures.

LEGISLATIVE DIRECTION

Secondly, the legislation which provides authority for controlling exports to 
Communist countries is broadly stated and as such does not provide clear guid 
ance or standards to be used in controlling exports for national security reasons. 
Possibly some confusion occurs because of recent amendments encouraging the 
promotion of trade. These amendments supported the executive branch's earlier 
shift of export policy emphasis from controlling trade with Communist coun 
tries to promoting it. Further, foreign policy considerations and diplomatic 
initiatives since 1969, not explicit national security considerations, have resulted 
in continued relaxation of national security export controls.

The Mutual Defense Assistance Control Act of 1951 (Battle Act) was designed 
to extend U.S. export controls to a multilateral control system. It authorized an 
administrator, and this function was exercised by the Secretary of State. Over 
tbe years, State has liberally interpreted the Battle Act in deference to diplomatic 
necessity. For example, in 1958 within COCOM, State agreed to remove all non- 
military commodities under one title of the international embargo list and to 
permit the export of these commodities if the export transactions were reported.
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while retaining a prohibition on all military exports. This permitted multilateral 
liberalization of trade with Communist countries without risking congressional 
debate over allied military sales to these countries. These and similar exceptions 
agreed to over the years have resulted in the international export control I'sts 
not reflecting U.S.-inltiated controls as they oare did and were intended to by the 
Battle Act. On the contrary, U.S. domestic export controls are now modified in 
accordance with international initiated controls.

ORGANIZATIONAL LIMITATIONS

Thirdly, the executive branch organizations administering controls are in 
adequately equipped to effectively implement and administer export control 
policies and procedures. Commerce's Office of Export Administration, the prin 
cipal organization responsible for administering export controls, has significant 
limitations on its effectiveness. Its personnel has been reduced from 197 to 141 
since 1971 despite its Increased responsibilities. The Office presently has too few 
professionals to review the Increasingly complex technical parameters on i>ernils- 
sible exports to Communist countries.

Restrictions on the Office's compliance activities have necessitated using De 
partment of State personnel for foreign and Communist country compliance 
efforts and Central Intelligenc-e Agency personnel for diversion-related informa 
tion. However, compliance activities of the Office of East-West Trade in the 
Department of State in Communist countries have ceased and export control work 
of specifically assigned personnel overseas has been reduced. State's positions 
for this overseas compliance work have also been reduced.

INTERDEPARTMENTAL EXPORT CONTROL COMMITTEES

Fourthly, two separate interdepartmental export control committees Involved 
in export control mutters are duplicative, time consuming and reflective of paro 
chial departmental Interests. Various organizations nhare the responsibility for 
administering and enforcing current export controls. Controls required by the 
export administration net are administered by Commerce's Office of Export Ad 
ministration and the interageiiey Advisory Committee on Export Policy chaired 
by Commerce. Controls required bv the Battle Act are administered through 
COCOM. U.S. participation in COCOM is administered by State's Office of East- 
West Trade and the interngency Economic Defense Advisory Committee chaired 
by State.

Both Interagency committees consist primarily of representatives from Com 
merce, State, Defense, Treasury, the Nuclear Regulatory Commission, and the 
Central Intelligence Agency.

Requests for exporting controlled items must he decided on a case-by-case basis 
because there is no basic interagency agreement on criteria for export controls 
nor for whether diplomatic, commercial, or security consideration should domi 
nate trade policy vUh Communist countries. There is also a reluctance to publish 
the characteristics of approved export licenses for particular commodity exports 
because of the fear of developing a precedent which would prevent denial'of 
similar cases under different conditions.

Commerce's licensing procedures are slow, awkward, and needlessly dependent 
on unaccountable practices such as a requirement for unanimous approval, and 
arbitrary, unlimited, and unstructured discussions in its interagency advisory 
committee. Also, without a rule of precedent, because of basic Interagency con 
flict over export control policy, there Is no assurance that even hard won inter 
departmental consensus on particular export control cases Is not undone by the 
handling of other similar cases.

The slight difference in the nature of activities does not justify the existence 
al two separate export control review committees chaired by two different execu 
tive departments. A more balanced review of national security implications of 
export control cases is more likely under the Commerce committee than under 
the State committee where diplomatic considerations are dominant. In addition, 
the State committee principally reviews foreign exception cases which are also 
reviewed by the Commerce committee !>ecause of the need for reexport approval 
of U.S-controlled comjxments or technology. Thus, the Commerce committee 
should assume the responsibility of the State committee and improve its oper 
ating procedures to consider export control cases in a timely manner. This 
improvement can principally be made by changing the requirement for unani 
mous to majority approval.
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SUMMARY

Our East-West trade report made a series of recommendations to the executive 
branch which were Intended to improve the administration of national and in 
ternational export controls. Specifically, we believe (1) the role of the Depart 
ment of Commerce should be expanded, (2) approval for COCOM exception cases 
should be more carefully assessed against U.S. national security Interests, and 
(3) the understanding of International technology transfers should be Increased 
to permit assessment of their Impacts on security and other national Interests.

Our report also Identified several Important niatters for consideration by the 
Congress. The administration of export controls and technology exchanges has 
important implications for many national interests. This Subcommittee's efforts 
to examine the need for amending the Export Administration Act should include 
consideration of national policy goals for relationships with Communist coun 
tries. Such consideration requires coordinated attention by various congressional 
groups involved with specific political, economic, or security issues of this rela 
tionship. The formation of export control policy and its relationship to national 
goals also requires the joint effort of the legislative and executive branches of 
our Government. The responsibilities of private interests in the policy formation 
and Implementation process should be considered as well as the Government's 
need for information about private sector activities.

Mr. Chairman, this completes my statement. We would be pleased to respond 
to any questions you might have.
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SUMMARY STATEMENT OF 
REPORT TO THE CONGRESS

The Government's Role In 
East-West Trade- 
Problems And Issues

Muiiiagency

Renewed commercial relations between the 
United States and Communist countries have 
raised public and congressional interest in the 
benefits of such trade, the policies being fol 
lowed, and the executive branch's role in 
bilateral and multilateral East-West trade 
issues.

GAO's report reviews East-West trade policies, 
programs, and procedures to provide informa 
tion on, and an assessment of, the executive 
branch's role.

BY THE COMPTROLLER GENERAL 
OF THE UNITED STATES

iD.76.i3A FEB. 4,1976
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To the President of the Senate and the 
Speaker of the House of Representatives

This is the summary statement of our classified 
report on the Government's role in East-West Trade— 
problems and issues. It is being issued concurrently 
with the report.

We are sending copies of this statement to the 
Director, Office of Management and Budget; Executive 
Director, Council on International Economic Policy; 
Assistants to the President for National Security and 
Economic Affairs; Special Representative for Trade 
Negotiations; Director, Central Intelligence Agency; 
Chairmar,, Export-Import Bank of the United States; 
and the Secretaries of Agriculture, Commerce, Defense, 
State, and the Treasury.

Comptroller General 
of the United States
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I

GAO Note:

Letter dated October 21, 1975, from
Executive Secretary, East-West Foreign 
Trade Board

Comments in Appendix I were provided in 
response to our overall classified re^- 
port. This summary statement does not 
contain the detailed information on 
which our conclusions and recommendations 
are based. Agency comments and our eval 
uations are included at the end of appro 
priate chapters. The response is cross- 
referenced to applicable sections of this 
statement.

II Principal officials responsible for ad 
ministration of activities discussed in 
this statement

ABBREVIATIONS

ACEP Advisory Committee on Export Policy 
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CIEP Council on International Economic Policy 
COCOM International Export Control Coordinating

Committee
EDAC Economic Defense Advisory Committee 
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GAO General Accounting Office 
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Monetary and Financial Policies 
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OEA Office of Export Administration 
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SUMMARY STATEMENT OF 
COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS

DIGEST

THE GOVERNMENT'S ROLE 
EAST-WEST TRADE- 
PROBLEMS AND ISSUES 
Multiagency

Stimulation of trade is a fundamental part 
of the United States endeavor to improve 
relations with Communist countries. The 
nature of the relationship necessitates 
coordinated negotiations across a spectrum 
of political/ strategic, and economic is 
sues. U.S. policy is based on the assump 
tion that such countries are willing to 
develop and maintain constructive 'and 
harmonious relationships for economic gains.

U.S. trade with Communist countries resulted 
in a $1.2 billion surplus in 1974 and will 
produce a larger surplus in 1975. This trade 
represented 2 percent of U.S. exports and 3 
percent of U.S. imports. The major importance 
of this trade is political, since its overall 
economic importance on the national economy 
is limited. U.S. trade with its major trad 
ing partners far outweighs the potential 
economic benefits from expanded trade with 
Communist countries.

General assessment

Trade with Communist countries involves dif 
ferent economic concepts and political ideo 
logies which require special governmental 
institutions and arrangements not found in 
trad3 with the Western world. The concentrated 
economic leverage and global intelligence that 
a centrally planned economy can bring into the 
trade relationship places U.S. firms at a dis 
advantage in negotiations. The limited degree 
of executive branch involvement and unilateral 
actions by American firms do not provide ade 
quate protection of U.S national interests in 
matters such as the transfer of advanced tech 
nologies through informal exchanges and dis 
cussions.

In assessing the effectiveness of the U.S re 
sponse to the issues involved in East-West 
trade, GAO found that the U.S. Government needs

Tear Sheet. Upon removal, the report 
cover date should be noted hereon.
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to establish rules and procedures which 
both protect and promote U.S. interests. 
The U.S. response has been complicated by 
difficulties in four major areas: policy 
formation, promotion and financing programs, 
export controls and technology exchanges, 
and capacity to achieve a balance of diplo 
matic and commercial benefits.

1. U.S. trade policy basically has been de 
veloped through a political and strategic 
interagency decisionmaking process. This 
process has not insured that U.S. positions 
were clearly defined and properly analyzed 
before decisions or implementation plans 
were made. The principal reasons are:

--Differing perceptions of executive agen 
cies, each with certain interests and in 
fluence, on the direction and objectives 
for improving relations with Communist 
countries. The ultimate direction of 
policy is frequently shaped by the agency 
given the lead for determining policy op 
tions.

--Absence of procedures for congressional 
involvement in executive branch foreign 
trade negotiations. (See pp. 2 to 9 
and 52 to 59.)

2. To support its foreign policy initiatives, 
as well as to enhance the purely commercial 
benefits of trade, the executive branch 
established Government and private sector 
institutions to promote, facilitate, 
and monitor trade with Communist countries.

Promotional activities which support U.S firms 
in trading with Communist countries have suc 
ceeded in establishing trade relationships, 
but some activities, such as executive-level 
and industry-organized Government-approved 
trade missions, are of questionable effective 
ness. (See pp. 12 and 13.)

The Export-import Bank of the United States 
finances the export sales of U.S. goods 
and services. Before restrictions were 
placed on its activity by the Eximbank and 
Trade Acts of 1974, Eximbank had extended 
direct loan credits to Romania, the Soviet

ii



Union, and Poland of $47 million, $469 mil 
lion, and $103 million respectively.

Eximbank examines loan applications on a 
case-by-case basis. Approvals or rejec 
tions are based on various internal cri 
teria. Its files contain almost no docu 
mentation on reasons for approving the fi 
nancing for specific transactions so it is 
unclear which of its criteria is most im 
portant. The absence of specific criteria 
for determining whether to approve financ 
ing also makes it difficult, if not impos 
sible, to assert that the Soviet Union is 
or is not receiving preferential treatment.

Eximbank's analysis of creditworthiness of 
Communist countries has been hampered by 
the lack of some financial information 
requested. Its unique agreements with 
Poland and the Soviet Union provide that 
only their respective Banks for Foreign 
Trade can apply to the Bank for financing 
of potential transactions. Thus, U.S ex 
porters or the commercial banks represent 
ing the exporters are precluded from apply 
ing for Eximbank financing. (See pp. 14 
to 22.)

3. Commodities and technology considered to 
be of strategic importance are subject 
to U.S. national security export controls. 
However, there are significant limitations on the administration of export control 
regulations and procedures because of 
major differences between executive agen 
cies on how these are interpreted. Com 
merce seeks to promote American exports, 
Defense to protect U.S security interests, 
and State to enhance diplomatic objectives. 
Regulations on the transfer of technology 
are unenforceable. The existence of two 
separate export control review committees 
which differ only slightly in their ac 
tivities is not justified. Differing de 
partmental priorities have resulted in a
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continuous pattern of ad hoc decision- 
making and fragmented consideration of 
strategic export controls. (See pp. 26 
to 38.)

U.S. officials directly concerned with ex 
port control issues have little confidence 
in the multinational Coordinating Committee 
system for controlling strategic exports. 
U.S. export control and foreign policy de- 
cisionmaking .work against maintaining a 
multilateral consensus on the importance of 
strategic export controls. (See pp. 42 to 
49.)

4. There is an absence of precision and con 
sensus within the executive branch about 
what U.S. diplomatic objectives are, whether 
they have been or are.being achieved, or 
what they would be worth if forthcoming. 
Accordingly, little information was pub 
licly available from the Government on 
these matters.

It is doubtful whether trade can become 
a useful diplomatic instrument in U.S. 
Soviet relationships unless the executive 
branch achieves a meaningful consensus on 
objectives and takes a more direct role in 
using the leverage of providing export 
credits and access to U.S. commodities and 
technology. The American public and Congress 
should have a greater awareness of both facts 
and objectives. (See pp. 52 to 54.)

The expansion of U.S.-Soviet trade requires 
a greater U.S. effort to improve the balance 
of commercial benefits by matching the con 
centrated negotiating power of the Soviet 
Union under its centrally planned economy. 
Given the nature of the Soviet system, U.S. 
response to the imbalance in negotiating 
strength must be through more effective and 
increased executive branch involvement in 
both bilateral and multilateral trade rela 
tionships. (See pp. 54 to 59.)

Recommendations

GAO is making a series of recommendations for 
the subject areas below to the executive 
branch agencies and policy councils concerned
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with East-West trade. These recommendations 
are intended to:

Policy formation, decision- 
making, and capacity to achieve 
reciprocity of benefits 
(See p.10 and pp. 61 to 66.)

  Improve executive branch understanding of 
the nature and implications of differences 
between the economies of the Western world 
and those of the Communist countries.

 Obtain improvements in Communist coun 
tries' commercial practices.

  Increase the degree of executive branch in 
volvement in U.S. company-Communist country 
commercial negotiations in order to fully 
protect U.S. national interests and to per 
mit more direct and effective support for 
commercial interests.

 Reduce the present fragmentation in policy 
formation by granting the East-West Foreign 
Trade Board full responsibility for deter 
mining broad policy objectives and devising 
implementing plans and programs.

 Upgrade the executive branch's data collec 
tion, analytical capabilities, and coordin 
ation.

 Achieve greater Western multilateral coordin 
ation to develop unified objectives and im 
plementation programs for trade with Communist 
countries.

Export promotion and financing 
(See p. 14 and pp. 24 and 25.)

  Increase the executive branch's ability to 
respond to the needs of U.S. businessmen by 
improving the flow of information on Commun 
ist countries' import needs, currency alloca 
tions, and financial positions.

 Make Eximbank more responsive to U.S. ex 
porters by renegotiating the operating agree 
ments with Poland and the Soviet Union to

T«u Sh««l
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permit U.S. exporters to apply for financing 
of potential transactions.

  Improve Eximbank's approval of financing ap 
plications by establishing more precise cri 
teria and providing for better analysis and 
documentation.

 Provide that the authorization of loans for 
other than economic reasons require specific 
Presidential and congressional approval.

 Achieve multilateral Western treatment of 
the Soviet Union as a wealthy country in 
agreements on harmonization of export credit
terms.

Export controls and technology exchanges 
(See pp.39 to 41 and pp.50 and 51.)

 Strengthen the Department of Commerce's role 
in upholding and licensing national security- 
controlled commodity exports.

 Alter the Department of State's role in ex 
port controls to conform with the lead-role 
concept for Commerce and expand State's 
monitoring role in technology exchanges.

 -Improve executive branch understanding of 
international technology transfers and their 
impacts on national security and the domes 
tic economy, including the objectives, organ 
izational requirements, and responsibilities 
for monitoring such transfers.

 Clarify the Department of Defense's responsi 
bilities in formulating and reviewing export 
controls.

 Have the Department of State consider the ef 
fects of liberalized trade with Communist 
countries on the continuance of the inter 
national Coordinating Committee system for 
multilateral strategic export controls.

 Ensure that U.S. interagency positions on 
major foreign exception cases are consistent 
with positions on U.S. cases and are sup 
ported by foreign policy decisions.

vi
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 Ensure that the necessity and value of a 
multilateral consensus on export controls 
is carefully weighed against U.S national 
security interests.

Executive branch comments

A single, coordinated executive branch re 
sponse to our report was received from agen 
cies of the East-West Foreign Trade Boar ' 
and the Department of Defense. (A separate 
response from the Central Intelligence 
Agency indicated no substantive disagreement 
with the report.) The Board's response was 
not intended to comment specifically on all 
the detailed matters contained in the report. 
It stated that the tone of the report was 
misleading in some instances and that many 
of the major conclusions were unsupported 
by the facts.

The response addressed, in overall terms, the 
pertinent issues as the Board viewed them. 
However, the comments were not fully re 
sponsive to the issues raised by GAO. The 
lack of commentary on specific matters in 
the report was not intended to indicate 
the Board's agreement with the information 
provided, conclusions reached, or recommen 
dations made. Accordingly, although the 
Board indicated concurrence with some recom 
mendations, they were not identified and 
the response offered no indication of any 
implementing actions. The Board argued 
that realistic and effective East-West trade 
policies and procedures were in existence.

Detailed comments on GAO's evaluation are in 
cluded at the end of appropriate chapters. 
(See pp. 9, 22, 38, and 59.) A copy of the 
Board's response is included as appendix I.

Hatters for Consideration of Congress

This report should be helpful to Congress in 
analyzing the issues involved in bilateral and 
multilateral East-West trade and in responding 
to various legislative needs.

Congressional deliberations should consider 
GAO's recommendations for improving executive

vii
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branch agencies' capabilities for dealing 
with East-West trade issues and the need 
for legislation identified in this report. 
Congress should also consider:

1. Establishing procedures for congressional 
involvement in executive branch foreign 
trade and economic activities, including 
bilateral negotiations. (See p. 10.)

2. Establishing a procedure for unified 
consideration of the linked political, 
strategic, and economic issues involved 
with East-West trade which are currently 
within the jurisdiction of various leg 
islative committees. (See p. 10.)

3. Examining the administration of national 
and international export controls and 
technology export exchanges and the im 
plications for national security and the 
domestic economy. (See pp. 39 and 49.)

viii



CHAPTER 1 

INTRODUCTION

Beginning in about 1969, the United States embarked on a 
foreign policy designed to normalize relations with the Sovie 
Union, the People's Republic of China, and the Communist coun 
tries of East Europe. I/ This effort became known as detente 
relaxation of international tensions and encompassed a broad 
range of political and economic considerations.

Congressional and public interest focused on the renewed 
trading relationships and the role of trade in detente. Litt 
information was publicly available from the Government on the 
actual benefits, objectives, and policies and on the executiv 
branch's capacity to deal effectively with the bilateral and 
multilateral relationships of such trade.

We, therefore, undertook to provide a report to Con 
gress which would contain information on and an assessment 
of these matters. This summary is an unclassified version of 
the information provided to Congress on (1) U.S. trade policy 
and the policy formation process, (2) export promotion and 
financing programs, (3) export controls and technology, 
and (4) the balance of diplomatic and commercial benefits.

Information for the study was obtained through extensive 
interviews with Government and business officials in the 
United States and abroad and through an examination of record 
at the key agencies in Washington. Restrictions placed on ou 
access to individuals and records precluded as comprehensive 
an examination as was warranted in certain areas. See chap 
ter 7 for the scope of our review and the restrictions on ac 
cess.

VEast Europe as used in this summary refers to Bulgaria,
~ Czechoslovakia, East Germany, Hungary, Poland, and Romania.



CHAPTER 2

U.S. TRADE POLICY AND 

THE POLICY FORMATION PROCESS

U.S. relations with Communist countries involve many and 
varied national considerations, the nature of which link di 
plomacy, national security, economics, and technology. Since 
World War II, repeated efforts have been made to achieve a 
constructive relationship and have continuously focused on 
United States-Soviet relations.

In this renewed relationship, the current assumption 
is that Communist countries are willing to develop and 
maintain constructive and harmonious relationships for 
economic gains. U.S. objectives are to achieve a broad 
normalization of relations, thereby creating a cooperative 
environment, an incentive for responsible and restrained 
international conduct, and opportunities for economic bene 
fits.

ADMINISTRATION INITIATIVES

In 1969, the Nixon Administration began implementing a 
foreign policy designed to normalize diplomatic, strategic, 
and economic relations with Communist countries. The policy 
adopted was developed within the National Security Council 
(NSC) and Council on International Economic Policy (CIEP), 
an interagency decisionmaking structure which basically has 
a political rather than an economic context. The strategy 
sought progress on a broad range of issues and was based on 
the conviction that progress in one area added momentum to 
progress in others. Trade liberalization was seen as an in 
centive for improved cooperation in political and strategic 
relations.

The policy adopted was that progress on political and 
strategic issues would precede progress on economic issues, 
with trade being the policy instrument used to achieve politi 
cal progress. A general political/economic linkage was es 
tablished. No specific political/economic linkages have ever 
existed, according to present executive branch officials.

The Soviet Union has been the central focus of U.S. ef 
forts to improve relations with Communist countries since 
World War II. Soviet relations with other Communist coun 
tries have determined the pace of these countries' efforts 

,to expand trade with Western nations, and current U.S. 
policy reflects these considerations. The Nixon Administra 
tion began moving on trade issues first with the Soviet Union



and then, on the basis of political importance, with other 
Communist countries. This policy is recognized as being 
less applicable to the People's Republic of China.

To support the foreign policy initiatives, as well as 
enhance the purely commercial benefits of trade, the execut 
branch created Government and private sector institutions t 
promote, facilitate, and monitor trade with Communist count 
The Government's involvement in creating such institutions 
recognized that trade with nonmarket economies differed fro 
trade with traditional U.S. trading partners and reflected 
the desire that detente not be harmed by trade barriers.

A new Bureau of East-West trade was created within the 
Commerce Department, an interagency Policy Committee was af 
pointed to advise the President on East-West trade issues, 
a series of bilateral commercial, agricultural, and technol 
ical .commissions and agreements were made between the Unite 
States and Communist countries. These actions enabled the 
Government to assist businesses interested in trading with 
Communist countries, to coordinate East-West trade policy, 
to more directly manage the trade relationships.

The following chart shows the basic trade policy 
decisionmaking process. It reflects the structure used 
within the Nixon Administration. The Ford Administration 
has basically maintained the structure; however, several 
new White House organizations may play an increasingly 
important role in developing trade policy.
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The Economic Policy Board (EPB), established by President 
Ford on September 30, 1974, and chaired by the Secretary of 
the Treasury, is the present focal point for formulating, co- 
ordipating, and implementing all economic policy within the 
U.S. Government.

The President issued Executive Order 11846 on March 27, 
1975., which implemented several provisions of the Trade Act 
of 1974 related to East-West trade. The Executive Order con 
verted the President's former Committee on East-West Trade 
Policy into the Best-West Foreign Trade Board. The Secretary 
of the Treasury is also chairman of this Board, and the 
Assistant to the President for Economic Affairs is the deputy 
chairman. Other members include the Secretaries of State, 
Agriculture, and Commerce; Special Representative for Trade 
Negotiations; Director of the Office of Management and Budget; 
Executive Director of the Council on International Economic 
Policy; and the President of the Export-Import Bank of the 
United States.

The Board is expected to perform functions previously 
handled by the President's Committee on East-West Trade 
Policy. It will insure that trade between the United States 
and nonmarket economies is in the U.S. national interest 
and receive reports from (a) private industry on exports 
of technology vital to the U.S. national interest and (b) 
Government entities on extensions of credits, guarantees, 
or insurance to Eastern countries in excess of S5 million 
during any calendar year. It will also report quarterly to 
Congress on U.S. trade and bilateral economic activity 
with nonmarket economies. The Board, however, will not 
advise the President on sections of the Trade Act which deal 
with freedom of emigration and the related extension of most 
favored nation tariff status, as these matters have been left 
to the Secretary of State to discharge. In connection with 
the Board's obligation to receive reports on exports of tech 
nology vital to the U.S. national interest, the Board will 
rely on the information generated through the Commerce 
Department's export control system.

The vast number of committees, working groups, and execu 
tive branch organizations concerned with East-West trade is 
sues are composed generally of the same membership as the 
East-West Foreign Trade Board. Although principal policy op 
tions are developed on an interagency basis, East-West trade 
issues have been handled in many different ways, with no con 
sistent pattern of study, analysis, and decisionmaking. Gen 
erally, issues have been reviewed by (1) ad hoc interagency 
groups under the Policy Committee, (2) task forces directed 
by a single department, or (3) interagency task forces operat 
ing under CIEP or NSC.
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The decisions to delay and renegotiate the October 1974 
Russian grain purchases were made within the Economic Policy 
Board's Committee on Food, composed of its Executive Committee 
supplemented by State and Agriculture representatives. An 
interagency Deputies Group on Food prepared the basic staff 
analyses and option papers for higher level review and deci- 
sionmaking.

The initiative and decisions which resulted in negotia 
tion" of ttve October 1975 long-term grain supply agreement 
between the United States and the Soviet Union were made 
within the framework of the EPB-NSC Food Group established 
in September 1975. This initiative represents a change in 
previous executive branch policy in recognition of the need 
for Government involvement to protect the U.S. grain market 
from the enormous variation in Soviet grain purchases from 
year to year. Previously, Agriculture was able to success 
fully oppose restrictions on Soviet open access to U.S. 
grain markets. Since formation of the EPB-NSC Food Group, 
the Deputies Group on Food has been relegated to improving 
executive branch agricultural fore-casting and no longer 
provides analyses and option papers for general agricultural 
policy matters.

The interagency process has not insured that agency posi 
tions are clearly defined and properly analyzed before deci 
sions or implementation plans are made. Moreover, once an 
agency has been given or has assumed the lead in particular 
negotiations, there has been no guarantee that true inter- 
agency consultations will occur. This is principally because 
of differences about the reasons for improving United States- 
Communist relations and because of the power and influence 
of cabinet and other senior-level advisers. These reasons 
have frequently determined the ultimate direction of policy 
and are evidenced in determining the U.S. position in Soviet 
lend-lease negotiations, Soviet grain purchases in 1974, and 
U.S. economic policies toward Eastern Europe.

TRADE PROGRAM PLANNING

No planning program with specific and clearly defined 
commercial objectives for U.S. trade with Communist countries 
has been developed. Country commercial programs, which ordi 
narily reflect coordinated consideration of U.S. trade objec 
tives and activities for attaining them, are not prepared 
for Communist markets. As shown below U.S. trade with Com 
munist countries approximates only about 2 percent of U.S. ex 
ports and 3 percent of imports.
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Although we did not have complete access to *11 inter- 
agency studies, the NSC and CIEP studies we reviewed did not 
develop trade strategies and implementation plans. They did 
concern issues involved in normalizing economic and commer 
cial relations and in establishing a framework within which 
private American firms could participate in trade with Communist 
countries.

We were advised that the Ford Administration presently 
has a unified set of objectives in East-West trade. These 
objectives are to (1) eliminate the freedom of emigration 
requirements (Jackson-Vanik Amendment) in the Trade Act, 
(2) eliminate the restrictions on extension of U.S. export 
financing, (3) continue to press for greater U.S. markets 
in Communist countries, and (4) obtain the economic benefits 
associated with increased exports. The East-West Foreign 
Trade Board has emphasized that favorable action by Congress 
on trade matters would depend to a large degree on Communist 
countries' actions and policies in other areas of detente.

Chapter 6 of this statement discusses the balance of 
diplomatic and commercial benefits and contains recommenda 
tions for improving the process of policy formulation and 
decisionmaking for U.S. trade with Communist countries.

CONGRESSIONAL CONSULTATION

Congress has constitutional responsibility for regula 
ting trade. It delegates administration of this responsibi 
lity to the executive branch, which has the constitutional 
responsibility for negotiating with foreign governments. 
No clear guidance and interpretation exists on the President's
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authority to conduct trade-related discussions in periods when 
there is no congressional delegation of this authority. When 
the President's authority to implement the results of trade 
negotiations expires as it did in 1967, trade issues have 
been discussed or negotiated using Presidential authority 
for negotiating with foreign governments.

Even though it is clear that trade negotiations are 
within the traditional purview of Congress, initial negotia 
tions with the Soviet Union took place without prior consulta 
tion or cooperation with Congress. This type of negotiation 
contributed to subsequent disagreements between the President 
and Congress on trade issues.

During 1969-74 when the overall policy and framework 
for East-West trade was established, the President conducted 
discussions and negotiations without seeking the consent of 
Congress, but generally kept congressional leaders informed. 
The President generally made agreements on trade and foreign 
economic issues in one of three ways.

1. Agreements under authority granted him by other
trade legislation; for example, the 1972 agreement 
with the Soviet Union on reciprocal financing pro 
cedures was entered into on the basis of the 
Presidential national interest determination as 
required by the Export-Import Bank Act.

2. Agreements which require congressional action to 
become effective; for example, the 1972 trade 
agreement with the Soviet Union and the 1974 claims 
agreement with Czechoslovakia.

3. Agreements on his sole authority, for example,
the 1974 long-term agreement with the Soviet Union 
to facilitate economic, industrial, and technical 
cooperation.

The Case Act was passed in 1972 because of congressional 
concern over the increased use of executive agreements in 
foreign affairs, such as those used in establishing trade re 
lations between the United States and the Commr.nist countries. 
Although this act requires the Secretary of State to submit 
all international agreements to Congress for its information, 
there are differences of opirion between Congress and the 
President regarding the scope of the act.

Congress can require information and hold hearings on 
foreign economic and trade issues, but it has not exercised 
this authority with regard to overall East-West trade issues 
until recently. To exercise its oversight and cons Itation
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role. Congress must have information from those involved in 
making foreign economic decisions. It neither received infor 
mation nor held hearings on the initial policy studies and 
decisions on U.S. trade with Communist countries. The initial 
policy studies were made within the NSC or joint NSC/CIEP 
policy structure, and all information on these studies which 
we reviewed was classified and held very tightly within 
the executive branch. We are unaware that any substantial 
amount of this information was made available to Congress. 
Various agency officials told us that the executive branch 
consults generally with Congress on the basis of what it be 
lieves Congress wants to know and when it is necessary.

Senior NSC and CIEP officials directly involved with 
reviewing the policy studies and making decisions or recom 
mendations to the President have not been called to testify 
on the substance of the studies or the i^asons behind the 
decisions. It is unclear whether senior White House officials 
would agree to testify on such matters or would seek to invoke 
executive privilege.

Because the political, strategic, and economic issues in 
volved in U.S. trade with Communist countries are not within 
the jurisdiction of any single committee. Congress cannot play 
an effective oversight role. There is no comparable group 
to the NSC/CIEP policy structure for East-West trade issues. 
We were advised by agency officials that congressional leaders 
and committee chairmen have been briefed on executive branch 
actions, but we were not provided with evidence of the sub- 
sta.ice of such briefings, the amount of data provided to 
other Members of Congress, and the exter.t of congressional 
debate.

Congressional representation has not been included in 
U.S. delegations to Communist countries when trade or foreign 
economic discussions have occurred. Bilateral organizations, 
such as the Joint U.S.-U.S.S.R. Commercial Commission and the 
American-Romanian Economic Commission established by the 
President for negotiating commercial agreements and moni 
toring commercial relationships, did not provide for direct 
congressional involvement. Moreover, there is no procedure 
for consultation between executive and congressional staffs 
which would enable Congress to effectively monitor executive 
branch discussions on East-West trade. Actual congressional 
participation in bilateral negotiations may be infeasible, 
but general agreement on basic executive branch positions 
prioi to negotiations could be desirable. This would require 
the executive branch to provide information on and to discuss 
relevant issues with at least appropriate committee chairmen 
and ranking members.



If trade with Communist countries is to be used to seek 
national interest objectives, the American public and Con 
gress, in addition to the involved executive branch agencies, 
should be presented with the problems, opportunities, and na 
tional interests involved. The advantages of such trade to 
the United States are not widely appreciated and a greater 
awareness of both facts and objectives is needed. The execu 
tive branch, therefore, should make explicit what it intends 
to do and what it seeks to accomplish.

AGENCY COMMENTS AND OUR EVALUATION

The East-West Foreign Trade Board's response charged 
that the overall classified report (1) cont- f ned unsub 
stantiated allegations on the lack of coordination, failure 
to formulate clear goals, and inadequate implementation of 
policy caused by the lack of an overall Government strategy 
and interagency conflict, and (2) failed to recognize the 
strength of interagency committees and boards and that 
these groups have served to ensure that major policy ini 
tiatives are consistent with the principal economic, 
political, and military objectives pursued by the U.S. 
Government.

The response admitted there was imperfect interagency 
coordination, analyses, and decisionmaking in 1972, but said 
the decisionmaking process has been improved and strengthened 
since then through the establishment of the East-West Trade 
Policy Committee and its successor organization, the East- 
Nest Foreign Trade Board.

We agree that there have been some improvements in these 
areas since 1972, but there are still many problems to be 
resolved and issues to be addressed. Examples cited in the 
report involved the 1974-75 period. Most importantly, the 
principal economic, political, and military objectives 
referred to as being pursued have not been clearly defined 
and plans and programs devised to achieve them are equally 
ambiguous. Moreover, basic issues, such as the Government's 
role in the trade relationship, relative priority of objec 
tives, consultation with Congress, criteria and standards for 
export controls, and implications of the linkage concept, 
have not been fully assessed.

The Board said that the report exaggerated the signi 
ficance of U.S. trade in the process of detente and, thus, 
the degree to which trade can be used as a lever to exact 
concessions. It said that while trade may improve the 
environment for progress on politice.1 issues, trade is not 
the policy instrument used to achieve political progress.



The importance attached to trade as a factor in 
detente-by the executive branch is amply demonstrated by 
a variety of actions including (1) the establishment of a 
separa'te Bureau of East-West Trade in Commerce, (2) forma 
tion of the President's Committee on East-Nest Trade, (3) 
establishment by the Government of the various Joint 
Commissions, and (4) national interest determinations made 
by the President to make ths Soviet Union, Poland and Romania 
eligible for Government financing. Executive branch actions 
and studies have been clearly characterized by a concern 
that adverse decisions on trade matters could interrupt the 
momentum of detente.

We appreciate the limitations of trade as a lever to 
exact concessions. We indicate in chapter 6 that trade, 
in theory, could help shape Soviet diplomatic behavior but 
that its influence was indeterminant. The most important 
limitation on trade being used to exact concessions is the 
failure of the executive branch to recognize the unique char 
acter of East-West trade (imbalance in bargaining leverage) 
and to take a more direct role in identifying desired con 
cessions and controlling the sources of U.S. leverage. As 
a practical matter, there is no evidence that the executive 
branch has consciously tried to manipulate trade in exchange 
for specific diplomatic concessions. Executive branch offi 
cials advised us there are no specific linkages between U.S. 
trade initiatives and Soviet diplomatic behavior.

MATTERS FOR CONSIDERATION OF CONGRESS

Clearly established procedures are needed for congres 
sional involvement in the President's foreign trade and 
economic negotiations. To accomplish this, Congress may 
wish to consider establishing a joint executive-congressional 
group to consult to reach agreement on (1) Presidential 
authority for negotiating trade and economic issues in the 
absence of a congressional delegation of authority or dec 
laration of intent to implement negotiation results and (2) 
procedures for:

 Congressional participation in planning for such 
negotiations.

 Congress to receive information and to question 
those involved in executive branch studies, 
decisions, and negotiations.

 Resolving questions on the doctrine of executive 
privilege.

 Congressional consultations on positions to be 
taken in meetings of bilateral organizations,

10



such as the Joint U.S.-U.S.S.R. Commercial 
ComaISBion.

  Formal and institutionalized staff interchanges 
of data and ideas on East-Viest trade studies, 
reviews, and evaluations.

East-West trade involves political, strategic, and 
economic issues which are not within the jurisdiction 
of any single congressional committee. Congress should 
also consider establishing a procedure for consideration 
of the linked issues involved with East-West trade. Such a 
procedure would evidence congressional interest, involvement, 
and authority and would tend to clarify congressional responsi 
bility and authority for foreign trade and economic matters 
to foreign governments.

11
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CHAPTER 3 

U.S. EXPORT PROMOTION AND FINANCING PROGRAMS

The traditional market forces that function in capitalist 
nations do not function freely in Communist economies, so the 
decision to expand East-West trade required that the executive 
branch take a more active role in promoting and financing such 
trade. American businessmen had to be educated in the ground 
rules under which trade with Communist states is conducted, 
and the nonconvertibility of Communist currencies created dif 
ficulties in paying for U.S. goods. The extension of export 
credits by the Export-Import Bank (Eximbank) and the Commodity 
Credit Corporation (CCC) has provided Communist countries with 
the primary means of paying for Western goods and technology.

PROMOTIONAL ACTIVITIES

The executive branch's active role in promoting trade with 
Communist countries is evident in the trade agreements with 
the Soviet Union and Romania and in the establishment of Gov 
ernment (Joint Commercial Commissions) and private sector 
(National Council for U.S.-China Trade) organizations. The 
Bureau of East-West Trade was established within Commerce in 
November 1972 to promote the orderly development of U.S. 
economic relationships with Communist economies and to con 
tinue Commerce's responsibility for implementing and enforcing 
the U.S. export control system. Traditional export promotion 
activities of Commerce's Bureau of International Commerce 
were adapted to Communist markets by the Trade Promotion 
Division of the Bureau of East-West Trade.

As an intermediary in helping American businessmen, the 
Bureau of East-West Trade:

—Provides information, advice, and assistance on various 
aspects of commercial undertakings in Communist coun 
tries.

—Offers market information and analyses.

—Reports on current trade opportunities in Communist 
markets.

—Arranges per son-to-per son contacts with Communist trade 
officials.

—Helps firms to take part in trade fairs, exhibitions, 
and missions to acquaint Communist officials with 
their products.

12
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— Issues publications on Communist trade practices and 
economic plans.

The Bureau's promotional activities have included 
supporting U.S. firms in specialized trade missions, tech 
nical sales seminars, and international and solo trade and 
industrial exhibits. Certain types of missions have experi 
enced problems.

Executive-level missions have succeeded in promoting 
contacts between senior executives of U.S. firms and high- 
level government officials of three Communist countries. 
However, the manner of selecting participants (primarily 
through telephone solicitation) and the appropriateness of 
such missions is questionable.

A key U.S. Embassy official opposed such a mission in 
his assigned country, because he felt top executives of large 
U.S. companies could effectively deal with East European govern 
ment officials without the sponsorship of the U.S. Government. 
Further, he felt that host-country officials might perceive 
the U.S. Government as favoring the participating firms. 
Bureau officials advised us that they were unaware of any 
such problems. However, they said no executive-level 
missions to Communist countries were presently scheduled 
for fiscal years 1976 and 1977.

Industry-organized, Government-approved missions are 
formed with the advice and support of Commerce. Although 
the products represented in such missions are supposed to be 
a homogeneous group within one product theme, such has not 
always been the case. Missions with diverse product lines 
have created a burden on Embassy officials but generated 
few sales. Their effectiveness in Communist countries where 
the governments create the markets is questionable. Bureau 
officials said their ability to control the makeup and desti 
nation of the missions was limited because the missions are 
organized by an industry or State outside Commerce's purview 
and there usually was strong domestic pressure to approve 
the missions.

The lack of information on import plans, hard currency 
reserves, and currency allocations for planned imports has 
presented substantial obstacles to Government and private 
business efforts to develop meaningful market research data 
in Communist countries. Such data is necessary if the U.S. 
Government is to continue encouraging U.S. firms to enter 
Communist markets. Commerce can probably play a more im 
portant market research role because U.S. officials are able 
to identify, and have relatively free access to, appropriate 
foreign trade officials.

13
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RECOMMENDATIONS

The Secretary of Commerce should:

 Evaluate the appropriateness of executive level 
trade missions and improve the manner of selecting 
representatives.

 Evaluate the effectiveness of industry-organized 
Government-approved trade missions to Communist 
countries.

 Press the Communist countries for information on import 
. needs and hard currency allocations for these imports.

 Devote efforts necessary to fulfill Commerce's 
realizable potential in developing market research 
data.

EXPORT FINANCING

Communist currencies are not freely convertible into 
Western currencies. Limited reserves of hard currencies in 
Communist countries has made paying for Western imports a 
significant problem. Western nations' extension of most- 
favored-nation tariff treatment, barter deals, joint ven 
tures, and product-payback contracts are all > .tempts to 
respond to this problem. The availability of Sximbank and 
CCC export financing has probably been the most significant 
stimulator of U.S. trade with Communist countries. The 
obvious exception is exports to the Peoples' Republic of 
China because it has generally been reluctant to use long-term 
credits from any nation. In addition, the problem concerning 
previously extended U.S. export credits to China and other 
U.S. private claims and the linked issue of Chinese assets 
blocked by the United States must be resolved before the 
People's Republic would be eligible for export financing.

Eximbank

Making Eximbank's export credit facilities available to a 
Communist country requires a Presidential determination that 
such action is in the U.S. national interest. The Department 
of State has taken the lead in advocating these determinations 
as the availability of Eximbank facilities for Communist coun 
tries has been and continues to be addressed as a foreign 
policy consideration. Since the time that the President's 
national interest determinations were made for Romania, the 
Soviet Union, and Poland, Eximbank has extended direct loan 
credits to them amounting to $47 million, $469 Billion, and 
$103 million, respectively.

14
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Eximbank transactions with Communist countries have been 
minimal since mid-1974 due to (1) increased congressional 
criticism, (2) extension of its operating authority on a 
temporary basis from July to December 1974, and (3) restric 
tions on its activity in Communist countries. The restric 
tions resulted from passage of the Eximbank and Trade Acts 
in December 1974, which made Poland the only Communist country 
eligible for Eximbank financing. The signing of a bilateral 
trade-agreement with Romania in 1975 met the conditions speci 
fied by that legislation and restored Romania's eligibil 
ity for Eximbank financing. The Soviets refused to implement 
the 1972 U.S.-Soviet Trade Agreement, because of legislative 
provisions related to freedom of emigration requirements.

Approval of financing

The basic purpose of Eximbank is to aid in financing and 
to facilitate U.S. exports. It is supposed to meet competi 
tion of export-financing institutions of other major Western 
nations and to supplement and encourage, but not compete with, 
private export capital. In addition, Eximbank must ascertain 
that its loans offer reasonable assurance of repayment.

Credit applications are examined on a case-by-case basis 
and preliminary commitments or loan authorizations are issued. 
An application for a loan authorization does not have to be 
preceded by a preliminary commitment, but it generally is in 
transactions with Communist countries eligible for financing.

Eximbank has agreements with Romania, the Soviet Union, 
and Poland on procedures for applying for its financing. The 
procedures for the Soviet Union and Poland are unique in that 
they permit only the respective Banks for Foreign Trade to 
apply for preliminary commitments. Normally, the U.S. ex 
porter or the commercial institution representing the exporter 
applies for preliminary commitments. \J

U.S. suppliers may invest substantial time and money in 
designing projects on the basis of the issuance of a prelimi 
nary commitment to finance it. This could increase the 
pressure on Eximbank to authorize the loan. In addition, 
since the governments of the Soviet Union and Poland are the 
applicants for financing, Eximbank denial of a loan authoriza 
tion for which a preliminary commitment had already

I/An indication that Eximbank will proceed expt   jusly to 
~ obtain formal and final approval when the specified condi 

tions of the commitment have been met; a preliminary com- 
 itnent is not legally binding, but in the words of an 
Eximbank official, "it is a kind of a moral obligation.*
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been issued presents obvious foreign policy implications. 
This has happened only once, it. regard to Poland. Eximbank's 
issuance of a preliminary commitment, therefore, not the loan 
authorization, is most significant in these cases and a rigor 
ous analysis should support its approval.

There are no comprehensive guidelines for determining 
whether to issue a preliminary commitment but Eximbank offi 
cials indicated the following criteria were generally 
applicable.

 Financial condition of purchaser.

 Creditworthiness of country.

  Foreign competition.

 Willingness of private commercial banks to participate.

 Technical feasibility of project.

There have been conflicting statements as to which of 
these criteria are paramount. Eximbank officials have stated 
that a preliminary commitment is issued only if it is deter 
mined that Eximbank financing is essential for the U.S. ex 
porter to consummate the sale. This indicates that foreign 
competition and willingness of private commercial banks to 
participate are most important. However, a former Eximbank 
senior vice president wrote that the decision to finance was 
based on an assessment of the creditworthiness of the pur 
chasing country. Eximbank's Board of Directors decide on pre 
liminary commitment applications on the basis of the judgment 
of the individual Board members, who rely for technical sup 
port on information contained in the Preliminary Commitment 
Memorandum.

We examined Eximbank's issuance of 16 preliminary com 
mitments to the Soviet Union totaling about S469 million  
according to the criteria. We did not evaluate the quality 
or depth of the analysis on the technical feasibility of 
financed projects.

Since the Communist governments are the actual borrowers, 
the creditworthiness of the purchasing country is an important 
factor in analyzing whether the commitment should be made. 
Information on the international financial position of the 
Soviet Union, Poland, and Romania has been difficult for 
Eximbank to obtain. State secrecy laws prohibit disclosure 
of some required data (for example, the hard-currency reserve 
data of the Soviet Union). Recently, however, Romania joined
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the World Banlf~and the International Monetary Fund, which 
resulted in a considerably freer flow of Romanian balance- 
of-payments information. Poland's recent heavy participation 
in Western capital markets has led to greater availability 
of information on its financit position.

Financial data requested from the Soviet Union, howevar, 
has not been forthcoming. The Soviets have not made balance- 
of-payments data available to any of its Western creditors, 
some of whom have considerably larger exposures in the Soviet 
Onion than Eximbank does. The Soviet Union probably is a bet 
ter credit risk than are individual importers or some other 
countries. However, receipt of this information is necessary 
if Eximbank is to apply the same standards for judging credit- 
worthiness as it applies to other borrowers and to answer 
criticism of providing preferential treatment.

Eximbank credit must be competitive with that offered by 
other Western nations whose exports compete with U.S. exports. 
Eximbank officials have argued that Eximbank should be compet 
itive generally with the credit institutions of other coun 
tries. They do not believe, however, that the burden should 
be on Eximbank to show that there was, in fact, foreign com 
petition on a financed transaction.      

Eximbank files for the 16 Soviet loans contained little 
documentation of competition by foreign exporters. I/ There 
was no evidence that the informal system of the Berrfe Union 2/ 
had been used or that U.S. Embassies had been requested to 
provide such information. Although lack of documentation does 
not necessarily indicate there was no real competition on a 
particular transaction, the possibility exists. For example, 
the Preliminary Commitment Memorandum on the sale of submer 
sible electric pumps (a $12-million loan) stated that Eximbank 
participation was necessary in order to have a financial 
assistance offer which could compete with the terms and condi 
tions of other offers. However, the U.S. exporter of these

1/ln an earlier report, "Improved Management Information Sys 
tem Needed for Eximbank 1 s Capital Loan Program (B-114823, 
Feb. 12, 1973), we similarly criticized the lack of documen 
tation for such factors as foreign competition and private 
financing and recommended that Eximbank improve its proce 
dures. In this review, our criticisms are based on examina 
tion of the files for 16 loans in 1973-74 to the Soviet Union. 
Eximbank officials noted, however, that loans to other coun 
tries during this period were analyzed and approved in a 
manner similar to Soviet loans.

2_/An unofficial group of credit insurers, who, among other 
things, make available to each other the terms of credit 
provided to borrowers.
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pumps told us that there were only four manufacturers of 
this type of equipment in the world, all located in Oklahoma. 
Even when foreign competition exists, the U.S. exporter some- 
times' has a competitive advantage and this should be considered 
in determining the rate and extent of Eximbank's financing 
of the transaction. A more flexible maximum rate should be 
established and applied to sales that do not require a con 
cessional interest rate to the buyer but for which capital 
may be required. We recommended in another report that Exim- 
bank raise its interest rate on direct loans to finance sales 
for which Ijttle or no foreign competition exists to the rate 
charged by commercial lenders. I/

The Soviet transaction files contain little infcrmation 
documenting conclusions by the Eximbank staff that private 
sources of financing might not be available. During the 
period of approval for Soviet loans, Eximbank's policy of 45- 
percent participation in the financing package, rigidly 
applied, provided no incentive for its officials to examine 
each case separately to determine the extent to which private 
commercial banks might have participated. Thus, there is no 
certainty that Eximbank has not competed with private capital 
or displaced cash sales for instance on projects having 
priorities in Communist countries or for which there is no 
alternative source of supply. Since mid-1974, Eximbank opera 
tions with the Soviet Union have been suspended and millions 
of dollars have been paid in cash to U.S. exporters for equip 
ment. Also, the Soviets appear to prefer to pay cash when in 
terest rates reach a certain level.

Eximbank's present administration adopted a more flexible 
policy in mid-1974, which included a 30 to 45 percent range 
of participation. This policy should provide the incentive 
for Eximbank to examine each case more thoroughly to determine 
the necessity and extent of its participation.

The lack of documentation in the Soviet transaction files 
is understandable considering the rapidity with which prelimi 
nary commitments have been analyzed. The Eximbank case of 
ficer and support staff prepared 12 of the 16 Soviet prelimi 
nary commitment memorandums within 3 days or less. Only the 
memorandum for the Moscow trade center, a $36 million loan, 
wss dated more than 2 wee( .. after the request for a prelimi 
nary commitment was received. The short time frame should be 
considered in the light of Eximbank's overall policy under 
its previous administration that there should be a 2-week 
turnaround time. Under the present administration, no desired 
turnaround time is specified.

I/Weakened Financial Condition of the Export-Imoort Bank of 
the United States (ID-76-17, Oct. 17, 1975).
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Agency involvement in 
Soviet financing

The National Advisory Council on International Monetary 
and Financial Policies (NAC) and the President's Committee 
on East-West Trade Policy (now the East-West Foreign Trade 
BoardJ are the interagency groups concerned with Eximbank 
approval or preliminary commitments and authorizations of 
loans to Communist countries.

NAC

NAC is composed of representatives of the Departments of 
State, Treasury, and Commerce; Federal Reserve Board; and 
Eximbank and operates under executive order to coordinate the 
policies and operations of international financial organiza 
tions, including Eximbank. It reviews individual agency fi 
nancial policies and advises on their consistency with overall 
U.S. international financial policies on credit, investment, 
and development. NAC has no independent staff, so its work 
is done by the individual agency members.

A Treasury staff committee member said that the financing 
of exports to Communist countries was discussed only in the 
context of specific transactions. Committee minutes contained 
few detail? on issues raised during meetings. The current NAC 
approval process is really a formality which lacks substance.

President's Committee

Through the forum provided by the President's Committee 
on East-West Trade Policy, executive agencies have influenced 
Eximbank financing decisions. Committee members urged approv 
ing one transaction for which Eximbank might have denied fi 
nancing.

EKirabank officials told us that the Soviets orally raised 
the question of Eximbank financing for the Moscow trade center 
in August 1973. A senior bank official gave an immediate 
negative reaction, noting the bank's preference for industrial 
rather than real estate projects. Eximbank had previously 
disapproved a similar project and hoped to deter the Soviets 
from formally applying for a preliminary commitment. The 
Soviets subsequently appealed to Treasury and Commerce offi 
cials, who urged Eximbank to reconsider thr request; it was 
approved in December.

Committee influence was also present in the acetic acid 
plant project. Eximbank files for this project contained 
letters from U.S. participating companies addressed to the 
Chairman of the Committee, which were sent at the suggestions
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of Commerce .and Treas-ury-efficials. The letters noted that 
(1) Commerce and State had encouraged the companies to seek 
opportunities for exporting complete plants to the Soviet 
Union, (2) when the acetic acid project was identified, Com 
merce and State urged the companies to pursue it, and 
(3) E,ximbank had been contacted periodically during the past 
2 years and had assured the companies that financing would 
be available. Eximbank officials denied that such assurances 
were given; however, it is clear that the companies had re 
ceived the impression that financing was assured.

These events highlight certain difficulties in Eximbank 
financing. They show that the Soviets have been able to 
solicit the support of executive agencies in their dealings 
with Eximbank and that these agencies gave assurances to 
Soviet officials and/or U.S. companies that Eximbank financing 
would be available. This created a momentum for approval 
which Eximbank may have found difficult to counteract.

These events also show that the absence of specific 
criteria for determining whether to approve financing makes 
it difficult, if not impossible, to assert that the Soviet 
Union is or is not receiving preferential treatment. If pre 
ferential treatment is to be given, in our opinion, there 
should be a Presidential national interest determination, 
regardless of the U.S. export value of the transaction. 
Congress should approve such cases and the public record 
should show that Eximbank financing was based on economic 
or other considerations. I/

There has been congressional speculation that Eximbank 
had opened a line of credit to the Soviet Union. This is 
understandable in that no preliminary commitment requests 
from the Soviets have ever been denied. There are also in 
dications that the Soviets interpreted certain statements 
by executive branch officials, including Eximbank, as meaning 
that a line of credit ($500 million) had be-n opened to them. 
Evidence shows, however, that Eximbank has approved prelimi 
nary commitments and loan authorizations on a case-by-case 
basis.

Eximbank responsiveness 
to U.S. exporters

Basic agreements on financing procedures between Exim 
bank, the Soviet Union, and Poland provide that only the

VThe Export-Import Bank Amendments of 1974 (Public Law 93-646) 
require a separate Presidential national interest determin 
ation for each transaction in which Eximbank would extend 
a loan of $50 million or more to a Communist country.
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respective Banks for Foreign Trade can apply for preliminary 
commitments from Eximbank. U.S. companies active in Moscow 
and Warsaw told us they would prefer to obtain preliminary 
commitments from Eximbank in order to be able to present 
a total package, including financing, at the negotiating 
table. One business representative in Moscow stated flatly 
that the Soviets controlled Eximbank financing because ex 
porters are obliged to have the Soviets make the requests 
for Eximbank financing.

U.S. exporters, especially small- and medium-si zed firms, 
probably have been denied opportunities to seriously compete 
for Soviet sales since they must compote with exporters of 
other Western nations whose credit institutions offer favor 
able credit terms. U.S. exporters are unable to take advan 
tage, of Eximbank financing unless the Soviets consider the 
sale of sufficiently high priority to warrant applying for a 
preliminary commitment.

U.S. companies are most likely to have a competitive 
advantage on larger projects. Although the Soviets are prob 
ably most anxious to obtain Eximbank financing for these 
projects, it is for them that the essentiality of Eximbank 
assistance is most questionable.

Credit competition and harmonization

Eximbank legislation required that it attempt to reduce 
credit competition among exporting nations. All major in 
dustrial countries offer some form of official credit support. 
Negotiations on a gentleman's agreement to reduce competition 
has been led by the Treasury Department for the United States, 
but no agreement has yet been reached.

Distinct from these negotiations, an agreement signed 
in October 1974 by the United States, France, Germany, Italy, 
Japan, and the United Kingdom provided in part that, as a 
general rule, export credit transactions of 3 years or more 
would not be officially supported among the signators nor 
with other wealthy countries. The Soviet Union is the second 
greatest economic power in the world, but it is treated under 
this agreement as an exception to the wealthy country rule. 
The language of Eximbank 1 s bilateral agreement with the Soviet 
Union appears to commit the United States to provide terms no 
less favorable than those for similar transactions to other 
purchasers. Although Eximbank officials deny this is the 
case, the bilateral commitment could effectively deter tne 
United States fi'om entering into an agreement with other 
Western nations calling for a separate set of terms for 
Communist countries.
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Reciprocal credits

In October 1972, the Soviets gave the United States as 
surances that credit facilities of the Soviet Foreign Trade 
Bank and foreign trade organizations would be made available 
to U.S. importers for the purchase of Soviet goods. This 
financing was to be no less favorable than financing available 
from U.S. Government or commercial sources for comparable ex 
port transactions. The amount of Eximbank credits to the 
Soviet Union is public information, but the Soviets have not 
published data on the amount and terms of credits extended 
to U.S. importers. No U.S. agency has compiled such informa 
tion. Should the executive branch be successful in obtaining 
data on amounts and terms of credit granted by the Soviets, 
there would be a basis for judging the extent to which credits 
have been made available on a reciprocal basis.

Commodity Credit Corporation

The CCC finances commercial export sales of agricultural 
commodities from private stocks for a maximum of 3 years. The 
program was established in 1956 to meet competition from other 
foreign suppliers. Before enactment of the Trade Act, Com 
munist countries eligible for CCC credits were Bulgaria, 
Czechoslovakia, Hungary, Poland, Romania, and the Soviet Union. 
The German Democratic Republic and the People's Republic of 
China are not restricted outright, but as a matter of policy, 
CCC has not approved credits for exports to these countries. 
Poland and Romania are the only Communist countries currently 
eligible to receive CCC credits.

Various lines of credit have been extended to Communist 
countries under the CCC program; the most significant was the 
$750 million extended to the Soviet Union in July 1972. Al 
though this extension of credit required NAC approval, the 
agreement was not submitted to NAC until 2 days after it had 
been signed. The substantial U.S. agricultural exports to 
Poland, Romania, and the Soviet Union have coincided with the 
use of CCC credits. Since April 1973 interest rates for all 
countries have been raised to stay in line with commercial 
money market rates. Since then the Soviet-.s have been reluctant 
to make use of the CCC Export Sales Program and have paid cash.

AGENCY CCmENTS AND OUR EVALUATION

The East-West Foreign Trade Board stated that the classi 
fied report appears to assume that Eximbank and other executive 
branch agencies intentionally gave preferential treatment to 
the Soviet Union, Poland, a/..J Romania. The Board also 
commented that the repcrt failed to bring out that Eximbank's 
(a) credit decisions were independent judgments in accordance
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with its legislative mandate, (b) operating procedures were 
nonpreferential, (c) requirements for country economic infor 
mation were applied consistently, and (d) participation did 
not displace private financing.

Eximbank's lack of written criteria for determining 
whether to approve or deny loans makes it difficult, if not 
impossible, to assert that the Soviet Union did or did not 
receive preferential treatment. Only Soviet loans were 
analyzed in our review. Whether or not Exirabank and other 
agencies acted intentionally, Eximbank's preliminary 
commitment procedures for the Soviet Union and Poland are 
unique in that only the respective Banks for Foreign Trade, 
not the U.S. exporter or U.S. commercial institutions repre 
senting the exporter, can apply for preliminary commitments.

Our report is concerned about the intent of Eximbank's 
legislative authority, which is that Eximbank be responsive 
to U.S. exporters. Eximbank has the right and, more impor 
tantly, the responsibility to ensure that agreements enable 
it to respond to U.S. exporters in financing and facilitating 
exports. Agreements made by other Western governments do not 
relieve Eximbank from fulfilling its legislative mandate.

We believe that Eximbank can and should provide U.S. 
suppliers with preliminary commitments. This, of course, 
would not change the fact that Soviet and Polish authori 
ties would continue to control who wins contracts or is 
allowed to bid. .However, we think a greater number of 
smaller U.S. companies would have a better chance to 
compete. As it now stands, control over Eximbank financ 
ing rests with Soviet and Polish authorities, and they 
have exercised this option of using Eximbank financing 
especially for larger projects of high priority. However, 
it is precisely on such projects that the essentiality of 
Eximbank financing is most questionable, since U.S. com 
panies are the most likely to already have a competitive 
advantage over other Western suppliers.

Eximbank's basic purpose is to aid in financing and 
facilitating U.S. exports, by meeting competition and 
supplementing and encouraging,not competing with, private 
capital while ascertaining that its loans offer reasonable 
assurance of repayment. Although the Bank claims it makes 
independent decisions in accordance with its mandate, the 
lack of documentation and other evidence in its files 
makes this claim difficult to support. The report does 
not say that Eximbank made loans for political reasons 
but, rather, that if a particular loan is to be given 
for political reasons, there should be a determination
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by the. President that such financing is in the national 
interest and it should be approved by Congress.

Our report presents the facts that analyses of 
creditworthiness for the three nonmarket economies is more 
difficult because of the general lack of financial information. 
Also, the Soviet Union has not provided Eximbank with all the 
financial information requested. Receipt of this information 
is necessary if Eximbank is to apply the same standards to 
judging creditworthiness of the Soviet Union as it applies 
to other borrowers.

Our report does not overlook the limits both legal and 
internal on private sources of financing, but rather is con 
cerned with the absence of information in Eximbank transaction 
files to document the essentiality of its financing. There 
are many indications that private commercial banks would be 
willing to participate in financing U.S. exports to nonmarket 
economies without Eximbank participation. The response ig 
nores the basic point that the Soviets have paid cash when 
interest rates have risen. For example, the private Bank of 
America consortium raised $250 million to finance U.S. ex 
ports to the Soviet Union, but the financing was not used, 
apparently because of the high interest rate prevailing at 
the time. Whether or not government supported credit is 
available from other Western sources, Eximbank is still 
responsible for independent determinations as to the essen 
tiality of its financing. It should again be noted that, 
during the period in which Eximbank operations with the 
Soviet Union have been suspended, the Soviets have paid 
millions of dollars in cash to U.S. exporters for equipment. 
This implies that the availability of credit is not, in all 
cases, the key factor in Soviet purchasing decisions.

RECOMMENDATIONS I/

For transactions involving Communist countries, the 
Chairman of Eximbank should:

 Renegotiate the basic Agreements on Financing 
Procedures between Eximbank and Soviet and Polish 
Banks for Foreign Trade to enable U.S. exporters 
and commercial institutions to apply for pre 
liminary commitments.

VThese recommendations are based on the assumption that 
Eximbank facilities will again be made available to the 
Soviet Union, either through new legislation removing 
the link between emigration and Eximbank credits or 
through the Soviets' meeting the emigration requirements 
of the present legislation.
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 Develop and apply more precise criteria for approving 
preliminary commitments.

 More rigorously analyze the appropriateness of Exim- 
bank financing before preliminary commitments are 
issued.

 Better document (1) foreign competition, using U.S. 
commercial intelligence abroad, and (2) the willing 
ness of private commercial banks to participate.

 Request that Eximbank and other executive branch offi 
cials refrain in their dealings with the Soviets and 
U.S. companies from giving assurances, however in 
formal, that Eximbank participation in a given trans 
action would be forthcoming.

 Not authorize loans for other than economic reasons 
unless the President determines that such loans are 
in the national interest and Congress approves.

The Secretary of the Treasury should, as Chairman of 
the Joint U.S.-U.S.S.R. Commercial Commission, press the 
Soviet Union for information on (1) its international financial 
position so that Eximbank may determine creditworthiness over 
the long term and may apply the same standards to all borrowers, 
(2) the amounts and terms of credits it has granted to U.S. 
importers, so that there might be a basis for judging the ex 
tent to which credits have been made available on a reciprocal 
basis.

The Secretary should also seek to obtain the concurrence 
of othi r Western nations in treating the Soviet Union as a 
wealthy country in the context of tha October 1974 agreement 
on ham nization of credit terms.

The Secretary of Commerce should advise U.S. importers 
that thf Soviets have agreed to make credits available to them.
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CHAPTER 4

ADMINISTRATION AND MONITORING OF

EXPORTS TO AND EXCHANGES WITH

COMMUNIST COUNTRIES

Detente has been described as an adversary relationship 
in which trade and technology provide economic incentives for 
the achievement of political goals. Export controls and tech 
nology exchanges provide a way to regulate and adjust economic 
incentives to these political aims. However, the executive 
branch lacks the technical capacity to regulate and adjust 
export controls and technology exchanges, for a variety of 
reasons largely unrelated to congressional activity.

GOVERNING LEGISLATION

The Mutual Defense Assistance Control Act of 1951, com 
monly known as the Battle Act, and the Export Administration 
Act of 1969, as amended, provide the legislative authority 
for controlling exports to and exchanges with Communist coun 
tries.

An international export control Coordinating Committee 
(COCOM) \J was created in 1949, without a basis in any treaty 
or international agreement, to effect a collective embargo 
on shipments of strategic goods to Communist countries. The 
Battle Act, originated in 1951 as a further cold war measure, 
was designed to extend the near embargo of the 1949 Export 
Control Act to a multilateral understanding with U.S. allies 
and aid recipients. The intent of the Battle Act is carried 
out through the international Coordinating Committee. COCOM 
lists and periodically reviews items which are mutually agreed 
to be of strategic significance and subject to export controls. 
Each COCOM country upholds the international control standard 
through its domestic statutory authority to control exports.

The Battle Act declared U.S. export policy to be an em 
bargo on shipment of military items and commodities of strategic 
value to any nation or combination of nations threatening the 
security of the United States. Nonmilitary commodities not 
subject to Title I embargo were to be controlled by Title II. 
Title II commodities were not specified by the act and their 
selection was subject to the judgment of the act's administra 
tor.

VBelgium, Canada, Denmark, France, the Federal Republic of 
~ Germany, Greece., Italy, Japan, Luxembourg, the Netherlands,

Norway, Portugal, Turkey, the United Kingdom, and the United
States.
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The act authorized an Administrator and this function 
is exercised by the Secretary of State. Under Title I, he 
was charged with creating a list of items for embargo after 
full and complete consideration of the views of State, Defense, 
and Coowecce and any other appropriate agency. Under Title 
II, the Administrator was charged with creating a list of 
commodities he believed should be controlled. He is under 
no responsibility to consult with other departments regarding 
Title II commodities. The Administrator is legally respon 
sible for designating Title I and Title II commodities in a 
U.S. export control list to be negotiated with unspecified 
"aid recipient" countries in an international embargo. I/

Although the system of COCOH multilateral export con 
trols has been maintained since 1949, its operation has in 
creasingly reflected the altered distribution of American 
influence in the world. Increased bilateral trade between 
individual COCOM countries and Communist countries has pro 
duced intcr.se competition for Communist markets. The economic 
resurgence of Western Europe and Japan has further reduced 
U.S. influence on multilateral export control policies. In 
stead of the international lists reflecting U.S.-initiated 
controls as they once did, U.S. domestic export controls are 
now modified in accordance with reviews of international con 
siderations.

The Export Administration Act of 1969, as amended, exists 
concurrently with the Battle Act. It. directs the executive 
branch to encourage and promote trade by reducing export con 
trols and to restrict exports of militarily significant goods 
and of technology detrimental to national security. Through 
the Export Administration Act, Congress also attempted to tie 
U.S. export controls to the multilaterally agreed on COCOH 
export controls in order not to penalize American business 
interests. The act required a review of all U.S. unilaterally 
controlled items and directed the Secretary of Commerce to 
(1) remove those which were available elsewhere in comparable 
quality and significant quantity, (2) report to Congress on 
burdensome U.S. export control procedures, and (3) create 
Technical Advisory Committees consisting of industry repre 
sentatives to advise Commerce on export control regulations.

I/Title II type commodities were abolished in 1958 and a new 
international category of nonembargoed but reportable trans 
actions was established within COCOM. State's removal of 
commodities formerly listed under Title II rendered the 
penalty conditions of the Battle Act meaningless.
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In the 1974 amendments to the Export Administration Act, 
Congress authorized the Secretary of Defense to review pro 
posed exports of goods and technology and to report to the 
President, within 30 d^ays, those he wishes to prohibit as 
significantly increasing the military capability of the 
recipient state.If the President authorizes the export, he 
must so notify Congress and inform it of the Secretary's 
recommendation.  

Although Congress found that the U.S. defense posture 
was subject to serious compromise if goods and technology 
were exported without adequate review, it is doubtful that 
this provision provides it. The 30-day time limit and the 
required Presidential approval effectively reduce the scope of 
Defense review as only the most blatant, immediate, increased 
military capability caused by the export, rather than the 
longer range military significance, can be considered.

Formerly, national security export controls could be 
waived or selectively applied with minimum risk, because 
practically all trade with Communist countries was controlled 
to achieve diplomatic and commercial goals. Few controlled 
commodities actually had important strategic military signi 
ficance. Today, the relatively few items remaining under 
strategic controls have a more direct military impact on the 
international distribution of power. Explicit national se 
curity considerations, rather than foreign policy expedients, 
are now pertinent considerations for the difficult distinc 
tions necessary to apply export controls. Yet, since 1969, 
diplomatic initiatives rather than technical considerations 
have demanded continued relaxation of national security ex 
port controls.

EXPORT REGULATIONS

Commerce has licensing jurisdiction over all export 
commodities and unclassified technical data, except for cer 
tain specialized items under the jurisdiction of other Gov 
ernment agencies. I/

Export licensing controls apply to (1) exports of com 
modities and technical data, (2) reexports of U.S.-originated 
commodities and technical data from one foreign country to 
another, (3) U.S.-originated parts and components used in a 
foreign country to manufacture a foreign end product for ex 
port, and (4) in some instances, the foreign-produced direct

VFor example, munitions control. Department of State; gold 
and foreign currency, Department of the Treasury; atomic 
materials and equipment, Nuclear Regulatory Commission.
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product of U.S.-originated technical data. Controls extend 
to exports of U.S. subsidiaries, affiliates, or branches in 
foreign countries if the commodities are of U.S. manufac 
ture, contain U.S. materials, and are based on restricted U.S. 
technology.

Exports must be authorized by either general or validated 
licenses. A general license permits the export of certain 
commodities and technical data without a license document for 
each transaction. A validated license authorizes the export 
of commodities within special limitations set forth in the lic 
ense document which is issued only through formal application.

. Most exports of manufactured products to Communist 
countries require validated export licenses. Applications 
for validated licenses to export controlled items tc non- 
Communist countries are required primarily to insure against 
diversion to Communist countries.

Sweeping and significant regulations govern the export 
of technology. Access to technologi -al know-how is often 
of greater strategic significance than is possession of the 
products of the technology. Thus, Commerce believes it neces 
sary to exercise a significantly higher level of export con 
trol over technical data than over commodities. Effective 
regulation of technology exports is probably the most com 
plex export control problem because of the difficulty of pin 
pointing areas of technology which should be controlled and 
establishing effective controls. Technology can be trans 
ferred in numerous and varied ways. It may be exported 
in the form of a prototype, a blueprint, or knowledge in a 
technician's mind. It may leave the country in the mind of 
a foreign visitor or as a package in the mail, a sales sympo 
sium held for prospective customers, or a result of foreign 
visitors viewing discrete engineering phases which collectively 
encompass an entire technology process.

Office of Export Administration

Commerce's Office of Export Administration (OEA) is 
.responsible for administering and enforcing the export con 
trol regulations and programs required by the Export Admin 
istration Act. OEA also chairs the interagency Operating 
Committee of Commerce's Advisory Committee on Export Policy.

OEA currently has 141 permanent employees and 7 operat 
ing divisions, one of which deals with short-supply export 
controls.

The Scientific and Electronic Equipment Division and 
the Capital Goods and Production Materials Division handle,
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anong other commodities, computers, computer peripherals, 
semiconductors, and the technological interrelationship to 
telecommunications equipment and numerically controlled ma 
chine 'tools. Confusion and policy differences exist between 
these divisions over jurisdiction and implementation of regu 
lations and over what should be exported in each of the above 
commodities.

The Technical Data Division is unable to effectively en 
force technology export controls. The Policy Planning Division 
develops export control policies for specific commodities 
and countries, but much of its work is devoted to resolving 
interagency differences on a case-by-case basis. The 
Compliance Division is unable to effectively determine com 
pliance with export control regulations and has limitations 
on its ability to investigate alleged violations. The 
Operations Division is responsible for issuing export 
licenses, but its operations for screening applications 
need substantial improvement.

There are other important shortcomings and limitations on 
OEA's effectiveness. Personnel levels have been greatly re 
duced by attrition since 1971 despite the increased respon 
sibilities of the office and OEA presently has too few 
professionals to review the increasingly complex technical 
parameters on permissible exports to Communist countries. 
Reductions in export controls have not been accompanied by 
reduced administrative functions.

OEA depends upon Department of State personnel to per 
form all OEA-initiated compliance activities overseas. State, 
however, has consciously reduced its designated export con 
trol staff iiositions and COCOH-related compliance activities 
overseas. Although U.S. strategic controls are based on 
maintaining a military technology gap with Communist coun 
tries, the absence of effective commodity and technology ex 
port controls undermines this policy.

Office of East-West Trade

State's export control functions are centered in the Of 
fice of East-West Trade of the Bureau of Economic and Business 
Afff.irs.

State asserts the primacy of foreign relations as its 
claim for preeminence in export control matters. Diplomatic 
considerations acceptability of U.S. positions to COCOM 
partners and how U.S. influence in Communist countries can 
be multip]ied through COCOM export controls dominate its 
thinking on export controls. There is little regard for com 
plex technical issues.
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The office of East-West Trade's functions have expanded 
from responsibility for export controls only to all commercial 
policy questions for Communist countries. Personnel allocations 
have reflected this change in emphasis. State has greatly cur 
tailed export control work as conflicting with detente and has 
eliminated staff positions concerned with overseas compliance 
ar " control activities. Export control activities are orga 
nized in two working groups, a compliance unit and a COCOM 
unit.

The compliance unit has become primarily a screening 
mechanism, and in its present capacity can effectively re 
strict compliance activities in deference to diplomatic con 
siderations. The compliance unit does not initiate compliance 
requests. Only Commerce initiates compliance requests for 
pre- and post-licensing checks abroad, and these are reviewed 
by the compliance unit and area desks prior to transmittal 
to State personnel overseas. Commerce's requests would be 
more clearly formulated and better understood if they were 
deliberated by interagency committees rather than being re 
viewed by the Office of East-West Trade alone.

Under the Battle Act, failure by COCOM partners to pro 
vide information necessary to evaluate other COCOM country 
compliance efforts is grounds for suspending U.S. assistance. 
State either has not required adequate compliance information 
from other COCOM members or is embarrassed by the results, as 
they refused us access to such information.

The activities of the COCOM unit dominate the work of 
the office, providing the structural conduit for transmitting 
State's foreign policy considerations from COCOM to the U.S. 
interagency domestic export control committee chaired by 
Commerce and the State-chaired interagency multilateral ex 
port control committee. To represent the State Department's 
foreign policy and diplomatic considerations in interagency 
decisionmaking and to explain and reflect these decisions 
in COCOM, the Office of East-Vest Trade needs the capacity 
to appreciate the technical issues as they relate or are 
claimed to relate to national security. The office does not 
appear to have been nearly as effective in transmitting deci 
sions and considerations to COCOM countries as it has been in 
transmitting such matters to the interagency control committees.

Export Control Interdepartmental 
Coordinating Committees

Two interdepartmental committees coordinate export con 
trol policy, the Advisory Committee on Export Policy (ACEP) 
and the Economic Defense Advisory Committee (EDAC). ACEP 
is chaired by Commerce and creates and administers U.S.
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export controls. EDAC is chaired by Scate and coordinates 
and conducts U.S. participation in COCOM. The work of the 
committees involves deciding what items will be on their 
respective commodity control lists and whether exception 
requests to export these listed items should be approved.

.Chart 3 
ACEP/EDAC REVIEW COMMITTEES

PRESIDENT

EXPORT ADMINISTRATION NSC UNDER

REVIEW BOARD SECRETARIES COMMITTEE

ACEP/COMMERCE EDAC/STATE 

(Assistant Secretaries) (Assistant Secretaries)

OPERATING COMMITTEE EXECUTIVE COMMITTEE 

(Office ["Vectors) (Office Directors)

WORKING GROUPS
{Staff Level) 

I COMPLIANCE II COCOM

Source: Prepared By GAO From Information Provided By Commerce and State

ACEP

This committee was formed to assist the Secretary of 
Commerce in creating and administering the U.S. Commodity 
Control list. It is chaired by the Assistant Secretary 
of Commerce for Domestic and International Business and 
consists of counterpart representatives from Defense, State, 
Treasury, the Nuclear Regulatory Commission, and the Central 
Intelligence Agency. The latter participates in ACEP 
principally to provide analyses of Communist technological 
capabilities and requirements as well as intelligence on 
diversions.

The Assistant Secretary level of ACEP almost never meets. 
Its work is carried out by an Operating Committee.- chaired by 
OEA's Assistant Director of Policy Planning. If Operating
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Committee members cannot aqree on a decision, the case is re 
ferred first to the Assistant Secretary level of ACEP, then 
to the Under Secretary level of the Export Administration Re 
view Board of Commerce, Defense, and State. Continued depart 
mental disagreements require Presidential decisions and have 
occurred frequently in the past.

ACEP follows a unanimity rule and appeals cases of in 
terdepartmental disagreements to higher policy levels for 
resolution. It revisws export licenses of other COCOM coun 
try-controlled exports which contain U.S. components subject 
to U.S. validated export licenses. Cases are placed on the 
Operating Committee's ag-inda strictly in order of submission. 
About 40 cases are usually on the agenda. The Committee 
meets no more than once a week and can handle about 10 cases 
at each meeting if there are no questions or requests for 
further analysis.

ACEP procedures for reviewing exception requests for U.S. 
export controls encourage delays and reflect the absence of 
interagency consensus on many cases. ACEP's unanimity rule 
for approving exception cases can create a consensus only on 
the particulars of the case reviewed. Without a rule of 
precedent, the unanimity rule represents a multiple veto and 
is a substitute for consensus on export controls within the 
executive branch. Such procedures are made even more time 
consuming by the strict and unwavering disposition of agenda 
items in the order submitted.

Exception requests are provided to all COCOM delegations 
with the understanding that they will respond within 18 days. 
U.S. delinquency in responding to other COCOM members' excep 
tion requests is a serious problem. U.S. COCOM representa 
tives have repeatedly expressed their embarrassment to the 
Department of State and foreign representatives at this coun 
try's status as the largest petitioner for COCOM exceptions 
and the slowest respondent to others' requests. The over 
whelming proportion of pending cases are awaiting U.S. action. 
Foreign COCOM representatives have alleged bad faith in these 
deliberations. Some State Department officials suspect that 
Defense Department delays encourage the appearance of the 
United States as disposed toward interminable delay in dealing 
with COCOM exception requests while promoting U.S. projects. 
Such an attitude on the part of other COCOM members could 
foster defiance of multilateral export control objectives 
and encourage Defense's demands for separate U.S. controls.
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EDAC

This interagency committee consists of representatives of 
State, Defense, Commerce, Treasury, the Nuclear Regulatory Com 
mission, and ti _- Central Intelligence Agency. The Central In 
telligence Agency performs the same role in EDAC as it does in 
ACEP. EDAC is chaired by the Assistant Secretary of State 
for Economic and Business Affairs.

The work of .EDAC is conducted by Working Group I, a lower 
level interagency committee involving the same departments. 
An executive committee chaired by the Director of the Office 
of East-West Trade guides Working Group I and reviews !;.» 
proposals. If the working group cannot reach unanimous 
agreement on a case, the matter is referred to the executive 
committee and then to a meeting of EDAC principals. If the 
principals cannot agree, the issue is forwarded to the Na 
tional Secu r 'ty Council's Under Secretaries Committee in pre 
paration for a Presidential determination. This has happened 
on several occasions.

The head of the COCOH unit _chairs the interdepartmental 
working group, ffe and his staff coordinate the U.S. inputs 
to the periodic COCOM country list reviews and U.S. depart 
mental positions on COCOH country exception requests. COCOM 
list reviews are conducted every 2 or 3 years. Working 
Group I is assisted in this process by Technical Task Groups 
which consider the technical parameters of specific commodity 
categories. These advisory groups consist of commodity spe 
cialists and are formed on an ad hoc basis. They usually 
are made up of Government technical experts as well as con 
sultants from the private sector.

EDAC considers exception requests submitted by other 
COCOM countries. If a U.S. license is needed because the 
export contains U.S.-controlled components, the exception 
request is also considered by ACEP. EDAC usually will not 
consider the case until after ACEP has ruled on the U.S. 
license application. Most significant COCOH exception cases 
require U.S. licenses, because of their U.S.-controlled com 
ponents. In these so-called dual licensing cases, both ACEP 
and EDAC consider substantially the same factors. Thus, 
once ACEP has approved the U.S. license, EDAC should have 
little choice but to affirm the decision or to delay it. 
However, ACEP and EDAC have not always agreed in these-dual- 
licensing cases. In some cases, the U.S.-controlled compo 
nent is licensed, but the COCOH country exception request 
is denied by EDAC.
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EDAC procedures permit staff level opposition to be ex 
pressed without formal departmental objections being raised. 
In the absence of departmental objections, foreign exception 
requests are approved despite staff opposition. These proce 
dures prevent operating levels from tying up interagency re 
views without the support of their superiors. Foreign ex 
ceptions are approved by EDAC in many cases, not because oper- 
ating~levels are in agreement, but because agency specialists 
don't think their policy levels will support them.

The emphasis on multilateral export controls has marked 
a shift in U.S. policy and enhanced the influence of dip 
lomatic considerations in reviews of U.S. export controls. 
By emphasizing foreign policy issues as decisive, State 
limits the ability of more technically competent agencies 
to influence interagency reviews of export controls and ex 
ception requests as they affect national security.

Two separate interagency review committees are not 
necessary. Foreign exception cases generally represent the 
standard of acceptable sales for international business 
competition. The United States cannot consistently oppose 
these cases without endangering the preservation of multi 
lateral export controls. Judicious use of U.S. objections 
to other COCOM country exception requests is necessary to 
maintain the added effectiveness of multilateral controls. 
A separate EDAC structure is not needed for this.

U.S. export controls are still more extensive than 
COCOM controls because of end use, reexport, and component- 
licensing requirements. They are based on regulations de 
signed for national security rather than foreign policy 
considerations. Thus, the controls should not be lightly 
altered for diplomatic expediency. An expanded ACEP review 
system, established and operated under existing EDAC oh-'-c- 
tion procedures, could be responsive to foreign exception 
cases within COCOM time limits and to U.S. exception cases. 
The expanded ACEP system could more accurately determine 
national security implications of all exception requests.

TECHNOLOGY EXCHANGES

Technology transfers are difficult to monitor and con 
trol. The difficulties are multiplied by the diverse pur 
poses of Government and private exchange structures. The 
impact of technology transfers on Communist societies and 
on the maintenance of a military technology gap are un 
answered questions. Suspicions exist in both Government 
and business that the levers of export control and techno 
logy exchanges are being ineptly managed to achieve temporary 
policy objectives. Although technology exchanges have been
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a key element in U.S. foreign policy, industry officials be 
lieve the exchanges are hampered because the Government is 
poorly organized to promote and control them.

Foreign policy considerations dominate the entire 
structure of technology exchanges with Communist countries. 
Technical problems degree of reciprocity, impact of transfer, 
monitoring and coordinating transfers in compliance with ex 
port controls, private technology exchange protocols, inadvertent 
or indirect transfers and marketing implications are largely 
ignored.

The present review structure for technology exchanges 
cannot cope with the technical problems presented. The ade 
quacy of this structure can only be justified by the claims 
that no significant technology exchanges have occurred under 
the public agreements and that no one can control transfers 
that may occur through private sector agreements and exchanges.

Government-to-government

The United States and the Soviet Union have entered into 
11 scientific and technical cooperation agreements as a result 
of the May 1972 Agreement on Cooperation in the Fields of 
Science and Technology. All agreements are under the coordi 
nation of the Office of Soviet and Eastern Europe Scientific 
and Technological Programs of the Department of State. Pri 
vate industry is represented in the U.S. membership of all 
joint committees which administer the agreements. Executive 
agencies participate in these agreements under broad policy 
guidelines which emphasize genuine reciprocity in the techni 
cal exchange of each program, but there is little actual 
mutual benefit on this basis.

It is difficult to categorize the technical benefits 
which accrue from these agreements. According to State, 
little technology has flowed in either direction, and the 
major benefits are political.

Each of the agreements is covered by a provision that 
U.S. technical exchanges are subject to U.S. laws and regu 
lations. Agreements for export of technology are covered by 
provisions of the Export Administration Act, which requires 
validated export licenses for all technical data generally 
related to detailed design, production, or manufacture of 
controlled commodities. The technology to be transferred 
is examined by the U.S. agency primarily responsible for 
the joint project and Commerce's Office of Export Administra 
tion is asked for advisory opinions on all projects undertaken 
within an agreement. OEA has never denied a proposed technology 
transfer under the agreements. It indicated that it could not
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second-guess the expertise of the joint committees. The Di 
rector of OEA's Technical Data Division felt that such tech 
nology was covered by an exemption to export controls for 
educational material and that sufficient protection against 
improper transfer was provided by informing all U.S. Executive 
Secretaries of Joint Commissions that their decisions must be 
in accord with export control regulations.

Private sector-to-government

U.S. private sector agreements are justified under the 
Agreement on Cooperation in the Fields of Science and Tech 
nology and usually consist of an agreement for scientific 
and technical cooperation between a U.S. firm and Soviet 
agencies.

These agreements, or protocols, are distinct from the 
more numerous contractual agreements for technology transfers 
for specific projects. They are normally general in nature 
and are described by many State and Commerce officials as merely 
agreements to agree. The agreements provide for a continuing 
exchange of technical information anc'l specialists and direct 
project-oriented cooperation in a vaviety of specified areas 
and they reflect a broad spectrum of U.S. industrial capabili 
ties.

Commerce Department proposals to require the submission 
of these protocols to the Government for review within 15 days 
of signature have been vigorously opposed by exporters and 
no reporting requirement presently exists. The U.S.-Soviet 
coveting agreement does not provide for review or approval 
of technical cooperation protocols by the Joint Commission 
established to monitor the agreements. Thus, there is no 
assurance that U.S. Government information on the number and 
content of these protocols is complete. Nornally, the Gov 
ernment would be unaware of such agreements unless a firm 
had reason to consult with either Commerce or State.

The Soviets use private protocols to further expand 
government-to-government agreements and to gain access to 
modern U.S. commercial technology. This expanded access 
also increases chances of inadvertent or unauthorized 
transfer of technology. Regulating technology transfers 
is exceedingly difficult because of the variety of ways 
in which technology may be exchanged. Host important 
is industry's initiative in defining the critical export 
control variables which determine whether nonpublii; or 
noneducational technical data require validated export 
licenses from Commerce.
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The increased exposure of the Soviets to U.S. technology 
provided under the protocols makes the enforcement of controls 
totally dependent on industry cooperation. The operating 
assumption of OEA that proprietary information would be sold 
rather than given away WAS considered naive by intelligence 
analysts and conflicts with major examples of contrary 
company behavior. Many analysts believed the Government 
should oppose the provision %f technology oy private 
firms except by country-to-country commercial agreement. 
These analysts fear that public policy statements and trade 
promotion efforts have fostered an incorrect understanding 
on the part of business over how far the United States is 
prepared to move.

Regular commercial contracts

Technology for design, production, or manufacture of 
a commodity is often transferred directly or indirectly 
by commercial contracts. Such transfers are the most common 
form of technology transfer and are subject to Commerce li 
censing approval. These licenses cover the range of U.S.- 
originated technology exported from either non-O.S. or 
U.S. sources. Between October 1971 and October 1973, 372 
contracts were authorized with Communist countries and only 
7 were denied. Commerce has not released more current in 
formation.

Commerce explained that there was no relationship between 
the number of contracts authorized to export technology and 
the number ot transactions actually consummated, because pro 
posals for technology sales are significantly more numerous 
than acceptances. On the other hand, the technology neces 
sary for preparing sales offers is exempt from export con 
trol regulation and, therefore, not reflected in the number 
of licenses issued. There is also the possibility of wide 
spread technology transfer through corporate licensing prac 
tices and marketing arrangements with overseas corporations 
which are not subject to licensing approval.

AGENCy COMMENTS AND OUR EVALUATION

The East-West Foreign Trade Board stated that the 
classified report identified some of the more difficult issues 
associated with effective management of current national and 
international systems of export controls but was less success 
ful in formulating procedural recommendations to improve 
current operating procedures. Specifically, the Board felt 
that Commerce should not be relieved of the licensing and 
monitoring of technology because such licensing was an inte 
gral part of Commerce's overall licensing efforts.
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He did not recommend that Commerce be relieved of such 
duties. Because of significant limitations on its effec 
tiveness, we recommended that the Technical Data Division be 
disbanded and that the East-West Foreign Trade Board deter 
mine the most suitable agency for handling this function, 
taking into account the importance of technology transfers 
on national security and the domestic economy.

The Board also felt that our recommendation that the 
Operating Committee of ACEP follow a majority rather than 
unanimity rule would distort the purpose of the Committee 
and detract from its utility.

He see little merit in having a unanimity rule for a 
committee whose charter ostensibly is to secure advice and 
recommendations for Commerce from advisory agencies. If this 
were truly the case there would be no reason to have unanimous 
consent on any case, merely the various recommendations offered. 
A majority of the voting participants could suffice to provide 
the desired advice and recommendations.

HATTERS FOR CONSIDERATION OP 
CONGRESS

In the light of the conflicting purposes addressed by 
successive amendments to the Export Administration Act since 
1969, Congress should examine the issue of export controls 
and technology exchanges to establish the (1) criteria 
and standards presently being applied and their implications 
for detente policies and national security, (2) relationship 
of technology transfers to strategic controls and current 
business practices, and (3) decisionmaking responsibility 
in present interdepartmental export coordinating committees.

RECOMMENDATIONS

Regardless of the need for congressional examination to 
crystallize the nature, extent, and implementation of U.S. 
export control policy, the executive branch organizational 
structure must continue to operate in some form because of 
U.S. commitments to existing domestic statutes and interna 
tional organizations. The following recommendations, there 
fore, are intended to improve the organization of executive 
branch agencies responsible for carrying out such activities. 
Our recommendations for improving operating procedures of 
these agencies are contained in chapter 5.

He recommend that the Secretary of Commerce strengthen 
Commerce's role in upholding and licensing national security 
controlled commodity exports as the agency most responsive 
to congressional concerns, as follows.
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1. Provide additional personnel resources for and iaprove 
the operation of the Office of Export Administration.

2. Remove responsibility for monitoring and licensing
technology transfers from the office by disbanding the 
Technical Data Division and requesting the East-West 
Foreign Trade Board to determine the most suitable 
agency for handling this function. (See recomraenda- 
uions 2 and 3 to the Secretary of the Treasury, 
p. 41.)

3. Upgrade the Advisory Committee on Export Policy's 
Operating Committee by elevating its role in the 
Office of Export Administration with an expanded 
technical staff and require its work program to 
conform to COCOM approval time frames and employ 
majority rather than unanimity rule decisionmaking.

4. Require that public lists or some suitable disclo 
sure be made of validated export licenses granted 
by OEA, including commodity designations, size para 
meters, and country of destination.

5. Improve the system for screening license applica 
tions by adding additional computerized data bases.

We recommend that the Secretary of State alter State's 
role in export controls to conform with a lead role con 
cept for the Department of Commerce and expand State's 
monitoring rcle in technology exchanges, as follows.

1. Discontinue the Economic Defense Advisory Committee 
review structure for COCOM exception cases and co 
operate with Commerce in incorporating its responsi 
bilities in ACEP under Commerce chairmanship.

2. Reexamine the Office of East-West Trade's compliance 
responsibilities to determine the most efficient co 
ordination of State's minimum compliance role overseas.

3. Insure that guidelines for the COCOM working group 
in the Office of East-West Trade direct the group 
to concern itself exclusively with representing 
interdepartmental ACEP accord in all COCOM delibera 
tions and to be solely responsible for representing 
State in all ACEP deliberations.

4. Direct the Office of East-West Trade to avail itself 
of the technical expertise offered by other State 
bureaus in order to effectively participate in
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ACEP and COCON deliberations on the national security 
implications of strategic controls and technology 
transfers.

5. Reevaluate and upgrade the administrative 
structure of the U.S.-U.S.S.R. exchange 
agreements, with increased emphasis on (a) 
reviewing technical exchanges from the 
perspective of technology transfers, includ 
ing private sector exchanges and transfers, 
and (b) identifying U.S. items in the 
exchange which are subject to termination 
by U.S. Government action and Soviet items 
which are most important to the United States.

We recommend that the Secretary of the Treasury, as 
Chairman of the East-West Foreign Trade Board:

1. Direct the Council on International Economic Policy 
to initiate a comprehensive study of technology 
transfers and their impacts on national security 
and domestic economy.

2. Determine the organizational requirements and
objectives in monitoring international transfers 
of technology to and from the United States, 
characteristics of these transfers which should 
be monitored, and methods which could be used in 
concert with the CIEP study.

3. Designate the agencies to be responsible for 
these objectives through implementing all or 
part of the monitoring program.

4. Designate scientific and technological transfers 
as a key intelligence question for Central 
Intelligence Agency reporting.
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CHAPTER 5

PROBLEMS OF IMPLEMENTING EXPORT

CONTROLS AND TECHNOLOGY EXCHANGES

WITH COMMUNIST COUNTRIES

U.S. efforts to monitor exports and to implement commodity 
controls in East-West trade have raised diverse and conflicting 
executive department points of view concerning appropriate reg 
ulations. They have also demonstrated profound international 
differences between the United States and other COCOM members 
over the use of international controls. These differences 
create important policy questions that are subject to con 
flicting executive department views.

U.S. efforts to monitor and to implement international 
technology exchanges in East-West trade are plagued by many 
of the same types of problems faced in controlling commodity 
exports. The concept of reciprocity is espoused as the basis 
for administering these exchanges. However, technology 
exchanges raise such basic questions as: What is being ex 
changed for what purposes? Has satisfactory reciprocal per 
formance occurred? What procedures nave been established to 
review and redress asymmetrical benefits accruing under the 
exchanges? All these questions, as well as massive implica 
tions for the domestic economy, are raised by the U.S.-U.S.E.R. 
Agricultural Cooperation Agreement entered into in June 1973.

INTERDEPA1 MENTAL DIFFERENCES

There is no basic interagency agreement on criteria for 
export controls and on whether foreign policy, commercial, 
or defense considerations should dominate trade policy with 
Communist states. Executive branch agencies have fundamental 
differences regarding licensing standards and procedures to 
be followed in administering controls. Agenr ' reactions 
appear to result from the priority of their concerns and 
the nature of their constituencies.

Executive branch agency disagreements over export con 
trol review and operating procedures are caused essentially 
by a lack of substantive agreement on detente. Defense's 
Office of Strategic Trade wants a voice in every control 
decision. Defense is reluctant to relinquish or delegate 
any authority to Commerce's Office of Export Administration 
because it believes that office does not have the technical 
capability to insure that licensing restrictions are prop 
erly applied. Commerce has conflicting priorities and 
coordination problems. Its Bureau of East-West Trade 
cooperates closely with State in promoting trade with
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Communist countries, but OEA, pact of the Bureau, shares 
many of the concerns of Defense and has coordination problems 
with Commerce's Office of International Marketing. State's 
export officials in the field have different perceptions than 
those in Washington concerning the effectiveness and impor 
tance of export controls, cooperation of COCOM countries in 
adhering to multilateral controls, and the effect of various 
COCOM country practices on foreign business competition. 
Thus,-the liberalization of export controls has been both a 
planned consequence of policy decisions and an unplanned 
consequence of differing departmental views, practices, con 
flicts, and reactions to foreign actions.

Differing departmental priorities have resulted in a 
continuous series of ad hoc decisions and fragmented 
consideration of strategic export controls. The problems 
of identifying and implementing an interdepartmental and 
multilateral consensus on expert controls are seen in three 
types of licensing procedures: (1) third-country reexport 
of U.S.-controlled items, (2) ultimate consignee end-use in 
formation requirements, and (3) temporary validated export 
licenses. State and Commerce believe U.S. procedures are too 
stringent and burdensome for their negligible contributions 
to national security. Opponents of this view in Defense, OEA, 
and the Nuclear Regulatory Commission have little confidence 
that national security constraints on U.S. exports can be 
adequately maintained without these additional licensing 
procedures.

Third-country reexports

The aims of direct U.S. export controls with Communist 
states are frustrated by (1) reexport of American strategic 
goods by non-Communist countries, (2) incorporation of 
U.S.-origin components in foreign strategic products for 
direct exports to Communist countries, and (3) exports 
of foreign strategic products to Communist countries which 
were derived from U.S.-origin technical data. Such reexports 
are the reason the United States requires the licensing of 
components in COCOM-controlled commodities and ultimate con 
signee end-use information for U.S. exports. U.S. licens 
ing requirements for U.S. components or technology is the 
only way of its participating in COCOM country high-technology 
export decisions.

Nevertheless, there is little actual control over the 
reexport of American components or technology once it enters 
a foreign country, regardless of U.S. licensing requirements. 
Foreign customs services evidently lack the expertise to recog 
nize evaluations of approved technical specification? and lack 
familiarity with American export controls governing reexport.
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The reexport of U.S.-controlled commodities without U.S. 
approval is the most significant torn of illegal diversion 
to Communist states.

The consensus among executive branch agencies indicates 
thit they believe the only meaningful export control safe 
guard is the initial decision to allow a U.S. export. In 
other words, if one wants to really control an item, don't 
permit it to be exported.

Ultimate consignee end-use information

All COCCM countries require information on the end use, 
user, and destination of all embargoed commodities approved as 
exceptions, but these vary widely. Host other COCOM countries 
require only assurances by the seller as to the buyer's end 
use. Ultimate consignee end-use information is the backbone 
of United States legal enforcement of its export control laws. 
The primary value of this information is to deter foreign 
reexporting. COCOM countries generally do not verify the 
end use or the quantitative restrictions contained in al 
most every exception request granted. Postshipment verifi 
cations are not requested because they are diplomatically 
sensitive, administratively costly, and meaningless without 
trained personnel to do the verification.

One means uded to verify the end use of equipment is to 
require the selling company to verify end use as part of its 
servicing of contracts. However, there are dangers in this 
because the sellers have service and training programs for 
host-country nationals as part of their marketing efforts. 
Foreign nationals could and do perform .U.S. end use checks. 
In such cases, they could be viewed by their own governments 
as foreign agents, should they discover misuse and report it, 
or by their employers as potential counterintelligence agents, 
should they fail to do so and falsify company reports. Thus, 
there is no assurance of independence in this end-use verifi 
cation procedure.

Temporary export licenses

Temporary licenses are issued to permit the display of 
commodities which otherwise would require validated licenses 
to export. These licenses enable controlled commodities to 
be displayed as part of Government-sponsored trade exhibi 
tions in Communist countries. Issuance of temporary export 
licenses has created prorneus. Advisory Committee on Export 
Policy representatives have been pressured for rapid approval 
of temporary licenses to permit controlled commodities to 
be part of trade promotional efforts. OEA does not verify 
that commodities cleared by participation agreements are
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actually displayed. A Commerce trade show report was critical 
of the ease with which companies could display and possibly 
sell commodities overseas which were not approved for display.

Commerce technical advisory committees

Technical advisory committees have been crested by Com 
merce for seven high-technology areas for which U.S. export 
controls are the Most burdensome. The committees were created 
under authority of the Export Administration Act to provide 
greater industry access and advice to the Government's 
decisionmaking structure of export controls. Questions con 
cerning the role of technical advisory committees are both 
substantive and procedural.

Many companies serving on advisory export control 
committees have strongly opposed Commerce's proposal for dis 
closure of technical protocols between private industry and 
Communist governments. Many of the same companies represented 
on Joint Committees have also entered into private scientific 
and technological cooperation protocol agreements with the 
Soviet Onion in the same research areas. Commerce has not 
required such disclosures from companies -represented on its 
technical advisory committees because it claims that company 
officials on these committees sit as public-spirited technical 
advisers rather than as representatives of private interests. 
This claim is not supported by either the personnel selection 
process or the products the committees reviewed for modification 
of export control procedures.

Priority of interdepartmental concerns 
and erosion of controls

The policies of detente and trade promotion have at 
tempted to reduce the impact of export controls on the flow 
of commerce between the United States and Communist countries. 
Not all the erosion of control standards has been a result of 
deliberate policy judgments, and interdepartmental differences 
have accentuated the discrepancies and conflicts in U.S. and 
COCOM country export control objectives.

Interdepartmental delays in U.S. approval of COCOM coun 
try exception requests have resulted in foreign ultimatums to 
approve the request or to accept the foreign country's with 
drawal from COCOM. In each case we noted the United States 
approved the exception request without reviewing the corporate 
licensing practices and the technology control policies which 
transferred the U.S.-controlled technology to the COCOM coun 
try in the first place. The United States attempts to main 
tain a technology gap with Communist countries by using export
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controls while also permitting U.S. business to compete for 
sales-in these countries with products available elsewhere. 
The consequences of these dual efforts on unilateral and 
multilateral export controls cannot be understood within the 
Government without reviewing corporate licensing practices 
which transfer U.S. technology to COCOM countries and COCOM 
country compliance with existing control procedures. Neither 
review has been performed.

Commerce, OEA, and ACEP procedures are slow and awk 
ward and needlessly dependent on unaccountable practices, un 
animity rules, limited OEA discretion, arbitrary agendas, 
and unlimited discussion of exception requests.

Defense wants to examine the military potential of 
each exception request. This examination is heavily de 
pendent upon highly subjective appraisals of the potential 
exports' possible impact on Communist military and economic 
capabilities. Underlying assumptions contained in these 
appraisals are seldom critically examined. Defense insists 
on postshipment safeguards which are neither effective 
nor feasible as conditions for approving such exceptions.

State officials we discussed these matters with be 
lieved the strategic control issues raised by other execu 
tive agencies in present and foreseeable trade with Commun 
ist states were designed to retain agency influence in 
interagency policy reviews rather than to respond to legitimate 
security concerns. These officials considered that most 
national security controls were adjuncts to foreign policy 
implementation rather than national security policy. In 
line with this belief, American Embassies have played an ac 
tive role in promoting projects involving U.S.-controlled 
commodities and technology. Accordingly, export control 
functions in U.S. Embassies have been downgraded through 
elimination of export control positions and failure to per 
form end-use verifications.

INTERNATIONAL DIFFERENCES

Many U.S. officials familiar with export controls have 
little confidence in COCOM as a strategic control mechanism. 
They believe the United States must rely on its own export 
control regulations as additional safeguards. U.S. Embassy 
officials contacted have little confidence in the willingness 
of other COCOM nations to uphold multilateral security con 
trols in the pursuit of trade. Competition for bilateral 
trade with Communist countries among COCOM countries has 
intensified with detente policies while the multilateral 
consensus on export controls has constricted.
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Strategic controls and 
commercial competition

U.S. behavior in COCOM has fostered other member coun 
tries' suspicions of its motives and objectives. The United 
States has been accused of pursuing commercial objectives 
and attempting to eliminate foreign competition through its 
use of exception approvals to national security export con 
trols. Frequently, the appearance of commercial advantage 
reduces U.S. ability to influence export control decisions 
based on policy grounds. Delays in U.S. decisions on foreign 
exceptions caused by obscure departmental differences and 
efforts to conceal the real basis for U.S. policy considera 
tions exaggerate these COCOM country suspicions.

The United States has requested COCOM exceptions to ex 
port high-technology items to Communist states while opposing 
comparable but less sophisticated items proposed ..or export 
to the same countries by other COCOM members. U.S. represen 
tatives to COCOH have attempted to distinguish between these 
COCOM-approved U.S. exports and U.S. disapproval of COCOH 
exports on the basis of similar end-use assurances.

The United States has also:

 Proposed COCOM administrative exception standards for 
computers exported to the People's Republic of China 
which fall most heavily on the small and medium 
sized machines manufactured by its COCOM partners.

 Informally assured another COCOM member of only
proforma objections to the proposed sale of military 
items to a Communist country, despite a study con 
cluding such approval would erode the last significant 
barrier controlling COCOM exports military end-use. 
(This sale reportedly was consummated in December 1975.)

 Systematically dismantled its overseas export control 
compliance capability and simultaneously failed to 
press for uniform, minimum multilateral compliance 
requirements and standards. (This suggests that the 
United States is not seriously concerned about en 
forcing present export control standards.)

 Been tardy in considering COCON exception requests while 
proaoting the sale of sinilar commodities in the same 
Communist countries, through high-level trade missions 
and shows, and requesting emergency COCOM approval.
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On the other hand, Communist trading practices have 
severely tested the efficacy of multilateral controls by offer 
ing premiums for delivery of embargoed goods, soliciting 
large purchases from highly competitive companies conditional 
on delivery of financially insignificant controlled products, 
and encouraging the belief that COCOM controls are ineffective.

Implementing the Agricultural 
Agreement

The many problems of exchanging data, controlling trans 
fers, and establishing reciprocity in scientific and technical 
cooperation agreements are manifested in the U.S.-U.S.S.R. 
Agricultural Cooperation Agreement signed June 19, 1973. This 
agreement amplifies the broader principles and aims of agri- 
c'llture exchanges agreed to during the President's visit to 
the Soviet Union in 1972. It is also tl>e most commercially 
significant of the joint exchange agreements, and its admin 
istration typifies the difficult tradeoffs among competing na 
tional economic and diplomatic interests inherent in all the 
exchange agreements. It also reflects the inertia such agree 
ments acquire, becoming forces or major policy considerations 
with their own specialized bureaucracies and procedures.

The regular exchange of forward estimates of production, 
consumption, demand, and trade of major agricultural commodi 
ties is called for by Article II, paragraph 1 of the Agree 
ment. The Soviet provision of forward estimates continues to 
be a major contentious issue as they have not implemented the 
terms of the article. This data is critical in controlling 
U.S. wheat and corn exports so as to minimize domestic dis 
ruption in food prices and to insure domestic availability.

Two primary questions for U.S. policymakers are raised 
by the Agricultural Agreement. Has the Soviet refusal to pro 
vide the previously agreed-upon information been a result of 
inadequate U.S. pressure? Hsve -he other benefits the United 
States derives from the research and technology portion of the 
agreement been sufficient to overlook Soviet failure to provide 
forward estimates?

The United States has been unsuccessful in monitoring 
and administering most technology exchange agreements, not only 
from the standpoint of export controls but also from the pers 
pective of reciprocity. In the case of the Agricultural 
Agreement, the Department of Agriculture has not achieved its 
primary objective of obtaining forward estimates data.
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The central remaining issue of the Agricultural Agreement 
is whether partial compliance by the Soviet Union offers suf 
ficient benefits for continued U.S. compliance. The executive 
branch has not explicitly made this judgment nor fully exa 
mined the options for coping with this partial Soviet com 
pliance.

MATTERS FOR CONSIDERATION OF CONGRESS

A series of interrelated questions concerning the opera 
tion of multilateral and unilateral export controls need to 
be answered. How are unilateral and multilateral controls 
interrelated in export control decisionmaking? What is the 
nature of information and enforcement requirements for this 
process? How are these decisions related to U.S. foreig.i 
policy and national security requirements? The United States 
cannot afford case-by-case application of export controls 
without first determining its overall goals and objectives 
and the means to measure their achievement.

These matters should be developed in conjunction with a 
comprehensive multiagency review of export controls involving 
both the legislative and executive branches of Government. We 
stated previously that Congress should examine expert controls 
and technology exchanges. In the context of such an examination, 
Congress should seek to answer the above questions on export 
controls. To consider national policy goals and formulation 
or possible changes in governing legislation, Congress should 
also develop information on the following matters.

1. Formulation of executive branch goals and objectives 
for export controls and their role in national se 
curity policy and foreign policy.

2. Relationship between the interdepartmental decison- 
making process for export controls and the achieve 
ment of executive branch gbals and objectives.

3. Relationship between U.S. unilateral control decision- 
making and COCOM country compliance measures.

4. Responsibilities of private interests in the policy 
formulation and implementation process and Government 
information requirements.

5. Nature of industry contributions needed for export 
control policy and licensing decisions to be used as 
a basis for congressionally determined criteria for 
membership selection and responsibilities of the 
technical advisory committees.
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RECOMMENDATIONS

Pending the outcome of a legislative and executive branch 
review of export controls, the Secretary of Commerce should 
seek to strengthen Commerce's preeminence as the agency primarily 
responsible to Congress for implementing and enforcing com 
modity export controls. Specifically, we recommend that:

1. OEA be directed to

a. create an overseas export control verification 
and enforcement capability,

b. reexair.ine licensing procedures and ACEP proce 
dures to facilitate review of exception cases 
within COCOM time frames, and

c. undertake a study of the export control implica 
tions of abandoning postshipment safeguards in 
considering decisions to license exports.

2. OEA discretion be expanded in issuing validated export 
licenses for commodities covered by COCOM administra 
tive exception categories without requiring interagency 
review.

3. ACEP be directed to prepare an interdepartmental plan 
ning document on the relationship of present U.S. 
technology transfers to unilateral actions contrary to 
COCOM export controls and on the range of related pos 
sible U.S. responses to COCOM-country threats of uni 
lateral action.

The Secretary of Defense should reconsider Defense's 
reSj-insiblities in formulating and reviewing export controls, 
emphasizing the development of explicit national security 
criteria to indicate the types of cases it wishes to review. 
He recommend that the:

1. Scope of Defense deliberations on export controls 
be reduced to priority cases. The current narrow 
technical criteria should be broadened to probable 
rather than possible military uses and detrimental 
effects on U.S. security.

2. Office of Strategic Trade either narrowly redefine 
its review responsibilities under the suggested pri 
orities or acquire sufficient staff to exercise its 
reviews promptly.
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The Secretary of State should reconsider the foreign policy 
ramifications of decisions affecting the continuance of CCCOM 
and the participation of its membership. U.S. intecagency 
positions on major COCOM exception cases should be con 
sistent with positions on U.S. cases and supported by foreign 
policy decisions. The necessity and value of a multilateral 
consensus should be carefully weighed against U.S. national 
security interests in export controls, "e recommend that 
the Secretary:

1. Request a departmental study of the (a) effects of
detente on bilateral COCOM country trade with Commun 
ist states, and (b) relationship between COCOM bi 
lateral trade changes and national export control 
compliance etforts and their effects on a viable COCOM 
consensus.

2. Attempt to establish an agreed-upon COCOM minimum com 
pliance standard for multilateral export controls as 
the incenti   for the United States to review dual 
licensing pi r .dures.
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CHAPTER 6 

BALANCE OF DIPLOMATIC AND COMMERCIAL BENEFITS

In the U.S. strategy to improve relations with Communist 
countries, trade liberalization was seen as an incentive for 
improved cooperation in political and strategic relations. 
Although such general diplomatic objectives are frequently 
cited as justification for U.S. tirade initiatives, there is 
no evidence of any effort to use trade to obtain specific 
diplomatic concessions. In fact, there is a lack of preci 
sion and consensus on what U.S. diplomatic objectives are, 
whether they have been or are being achieved, or what they 
would be worth if forthcoming.

Furthermore, the United States has not achieved a 
genuine normalization of commercial relations because of the 
failure to effectively respond to the imbalance of bargain 
ing leverage enjoyed by the nonmarket economies. This 
imbalance limits the negotiating leverage of U.S. firms 
and compromises the U.S. Government's ability to support 
commercial interests or to protect broad national interests.

DIPLOMATIC BENEFITS

U.S.-Soviet relations are the major focus of this chapter. 
The U.S. objective of promoting trade as a means of moderating 
Soviet diplomatic behavior has appeared frequently in executive 
branch statements and policy studies. This interrelationship 
has frequently been cited in testimony by the Secretary of 
State as justification for U.S. trade liberalization. Desire 
to maintain continued improvement in United States-Soviet 
relations is a consistent theme in State's inputs to the inter- 
agency East-West trade policy process and, therefore, has a 
certain operational dimension. Interagency deliberations on 
individual export licensing decisions, the advantages of a 
long-term agreement, and the North Star liquid natural gas 
project V were characterized by a concern that adverse U.S. 
Government decisions would interrupt the momentum of detente. 
The objective of promoting trade as a diplomatic instrument 
or as an indirect influence for moderating Soviet diplomatic 
behavior appeared frequently in pre-trade agreement White 
House policy studies.

I/A large transaction under discussion since 1971 between a 
~ U.S. consortium and the Soviets involving Soviet purchase

of nearly $4 billion in U.S. equipment a~d services on
credit in exchange for Soviet natural gas.
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As a practical matter, however, there is no evidence tuat 
the U.S. Government has consciously attempted to manipulate 
trade in exchange for Soviet diplomatic concessions. Although 
general diplomatic objectives are motivating factors during 
U.S. Government interagency discussions, they are not con 
sciously pursued in diplomatic negotiations with the Soviets, 
where they woul<1 matter the most. There is no evidence, for 
example, that any Soviet foreign policy concessions were 
sought or obtained by the executive branch during negotiations 
for the 1972 Trade Agreement or the 1974 Long-Term Agreement. 
Nor have such conce sions been sought or obtained in exchange 
for the extension jt credits or favorable decisions on export 
licenses. No effort has been made to withhold approval of 
individual commercial transactions in exchange for diplomatic 
benefits or to structure such transactions so as to maximize 
future U.S. bargaining leverage on Soviet diplomatic be.iavior.

Furthermore, there is a lack of rigor and consistency 
within the 0.3. Government in articulating desirable diplo 
matic benefits or trade. Various agencies, and officials 
within agencies, disagree on what these benefits are or should 
be. The achievement of interdependence between the two coun 
tries, and the constraints this will impoa* on the foreign 
policy behavior of both, is the most frequently cited advan 
tage of trade. Yet, the plausibility and implications of inter 
dependence is not fully understood within the Government and 
has not been thought through conceptually or tested empirically, 
finally, the wide differences in bureaucratic perspection and 
interest inhibit the use of trade as an instrument of diplomacy. 
The concept of linkage implicitly assumes effective central 
control over the sources of leverage and some bureaucratic 
consensus on when and how to apply this leverage, which does 
not presently exiet.

Given a greater understanding of and willingness to 
pursue commercial/diplomatic linkage through U.S.-Soviet 
trade, there would still be a need for more direct U.S. Gov 
ernment participation in the trade relationship. Ultimately, 
it is the basic difference between political and economic 
systems which limits U.S. ability to effectuate a policy of 

.linking Soviet diplomatic behavior to U.S. trade liberalization. 
In effect, symmetry of commercial interests between U.S. com 
panies and the Soviets renders U.S. Government diplomatic ob 
jectives irrelevant. The Soviets can satisfy their prime 
objective of U.S. technology inputs by dealing directly with 
the companies and not sacrificing diplomatic flexibility in 
government-to-government negotiations. The U.S. Government
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seeks a long-tern interdependence but has little control over 
technology transfer, which is the dost powerful incentive for 
Soviet mod*ration. The Soviets seek short-tern technology 
inputs fron private corporations which do not necessarily 
respond to national interests and are not compelled by the 
Government to do so. Thus, despite the articulation of inter 
dependence as a long-range U.S. Government objective, both 
the short- and long-term substance of the trade relationship 
is a product of what happens commercially and technologically  
at the enterprise level, not at the government-to-government 
level.

Thus, as existing U.S. Government restraints on trade are 
reduced, U.S. diplomatic leverage will decline. Without a 
simultaneous increase in other means of control, the United 
States nay find itself unable to manipulate ! rade for any pur 
pose without risking major diplomatic repercussions. Any ef 
fort to implement the desire for linkage, therefore, will re 
quire substantial reform in the U.S. Government-industry 
interface.

COMMERCIAL BENEFITS

Future prospects for U.S.-Soviet trade remain optimistic. 
Soviet interest in U.S. products and technology is matched by 
avid competition among U.S. companies to develop the Soviet 
market. The major reservation about such trade growth rests 
in the capacitv of the Soviet Government, with its monopoly 
over all ."oreign trade decisions, to abruptly alter the volume, 
direction, and commodity content of trade. A return to eco 
nomic autarchy by the Soviets, or merely a shift away from 
U.S. suppliers, is always a latent possibility in Soviet trade 
policy. Yet, given the probability of expanded trade, a re- 
orientation in the U.S. Government approach is required, from 
a largely promotional emphasis toward greater stress on im 
proving the balance of commercial benefits.

Although U.S. sales have increased, little attention or 
effort has been Devoted to modifying the effects of Soviet 
buying power on private enterprise or collective national 
benefits. When a market economy sells to a centrally planned 
economy like the Soviet Union, the buyer maintains a monopoly 
position within its own economy and faces a multiplicity of 
competing suppliers. The resulting imbalance of bargaining 
leverage favors the buyer and has a powerful influence on the 
balance of commercial benefits. The U.S. venture into the 
Soviet market has resulted in substantial sales for U.S. com 
panies and an important balance-of-trade increment, but a 
genuine normalization of commercial relations awaits an effec 
tive response to this problem of negotiating imbalance.
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Source* of commercial imbalance

The principal source* of commercial imbalance are the 
centralization of the Soviet economic system and the superior 
buying power this system generates. The Soviet trade regime 
presents some unique and sometimes insoluble problems for U.S. 
Government and company negotiators. The Soviet Government 
makes all purchasing decisions, based on undisclosed criteria 
and implemented through obscure bureaucratic processes. Thus, 
it maintains maximum flexibility in the treatment of U.S. 
products. Discrimination against foreign products by a market 
economy is usually discernible by analyzing tariffs and non- 
tariff barriers, but discrimination by the Soviets in favor 
of domestic, Eastern European, or other Western suppliers is 
virtually unverifiable.

This essential character of the centralized system has 
been a source of constant befuddlement to Western trade nego 
tiators, in both bilateral negotiations with centrally planned 
economies and multilateral negotiations for protocols of Eastern 
European accession to the General Agreement on Tariffs and 
Trade. The natural inclination of Western countries, in 
cluding the United States, to apply traditional precepts 
of trade policy (all concessions should be reciprocal, all 
import protection should be through tariffs) to East-West 
trade has failed to achieve a genuine balance of concessions. 
The conclusion which seems to have emerged from this experi 
ence, and a basic principle in U.S. planning for the 1972 
Trade Agreement negotiations, was the impossibility of ex 
tracting equivalent Soviet concessions for a U.S. grant of 
most-favored-nation treatment.

The inherent nonnegotiability of genuinely reciprocal 
Soviet trade concessions confronts U.S. companies with a 
regime whose structure is essentially unchanged from the 
pre-trade agreement period. This has some important commer 
cial implications for U.S. companies. The difficulties of 
monitoring and identifying the sources and instruments of 
any Soviet discrimination against U.S. products limits the 
degree of leverage the U.S. Government can apply in defense 
of U.S. company interests in the Soviet market. Furthermore, 
the secrecy and centralization with which Soviet purchasing 
plans and decisions are made places U.S. firms on the defensive. 
Although the broad outlines of Soviet economic requirements 
are clear, the Soviets buy what and when they want, not nec 
essarily what they need in any economically predictable sense.

The U.S.-Soviet Trade Agreement's focus on improving 
business facilities and increasing the number of firms ac 
credited to do business in the Soviet market represents an
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effort by the Government to apply the traditional trade policy 
objective of market access to U.S.-Soviet trade. However, 
achievement of this objective is not likely to enhance com 
mercial reciprocity to the extent that it would in a free 
market economy. This dio^repancy between market access and 
reciprocity is a result of the superior buying power of Soviet 
foreign trade organizations. This basic element in Soviet 
trade practice is likely to limit the corporate and national 
benefits accruing to the United States. And it is this capa 
bility which, despite prolonged negotiation with the Soviets 
preceded by extensive U.S. Government study, has been un- 
diminished by either reform of the Soviet trade regime or 
more active and supportive U.S. Government participation in 
the relationship.

The implications of Soviet buying power for U.S. commer 
cial and national interests are significant. At the enter 
prise level, the Soviets have successfully manipulated compe 
tition among U.S. and other foreign manufacturers and banks. 
As a result, there is evidence that at least some U.S. firms 
have not achieved their normal levels of profitability. The 
Soviets have also stimulated competition among certain U.S. 
high-technology companies in order to maximize the uncompen- 
sated transfer of technology, some of which has been strategi 
cally sensitive. Commodity markets, particularly grains, have 
suffered the inflationary shocks of unrestrained Soviet buying. 
The negotiation in October 1975 of the long-term grain supply 
agreement is partially intended to provide some degree of 
Government monitoring and approval.

In sum, the United States has not achieved commercial 
reciprocity in trade with the Soviet Union. This imbalance 
in. commercial benefits is attributable to the basic differ 
ences between the two economic systems. A multiplicity of 
corporate entities, whose motivations are often subnational 
and parochial in character, confronts a buyer that bases all 
purchasing decisions on its national interests. This basic 
incompatibility in systems limits the negotiating leverage 
of U.S. firms and compromises the U.S. Government's ability 
to support commercial interests or to protect broad national 
interests.

U.S. Government capacity to maintain a balance of benefits —————————

The organization of the Government in the East-West trade 
area reflects very little appreciation for, or adjustment to, 
the unique and difficult interface between the U.S. and Soviet 
economies. There is little desire or ability to monitor and 
evaluate the balance of commercial benefits. The agencies
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•oat sensitive to the balance of diplomatic benefits either 
have no commercial policy responsibility (Defense) or view 
trade as an instrument of foreign policy (State). T..~ agencies 
that pursue trade as an end in itself and have direct commer 
cial responsibilities are preoccupied with market access rather 
than with the balance of benefits (Comaerce and Treasury). The 
agency lost concerned with commercial reciprocity (Office of 
Special Trade Representative) has not been intensively involved 
in East-West trade policyaaking.

As trade continues, the absence of any operational defi 
nition of reciprocity has important implications at the enter 
prise level. With some exceptions, the trade elationship 
proceeds with very little guidance from the Government. Pro- 
notional activities are not differentiated; firms are en 
couraged to sell, with little advice on what to expect in 
terms of profits, the long-term efficacy of "buying in," or 
other guidelines based on the experience of other firms. 
Thus, companies are compelled to rely upon their own organi 
zational memories, which nay be quite short, given the inter 
mittent character of U.S.-Soviet trade.

In the context of government-to-government trade negotia 
tions, the problems identified here reduce the ability to 
select Soviet concessions which would be most likely to 
satisfy U.S. commercial interests. It is possible, of course, 
that any concessions the Soviet system permits have already 
been made and that the imbalance in negotiating leverage will 
persist regardless of any future U.S. Government position. 
Yet, the definition of objectives and the development of op 
tions for U.S.-Soviet commercial discussions are quite un 
systematic.

Agendas and briefing materials for the periodic Joint 
U.S.-U.S.S.R. Commercial Commission meetings reflect no peri 
odic evaluations of the balance of benefits or the sources 
of Soviet commercial success. They tend to be warmed-over 
versions of materials prepared for previous meetings. These 
materials are based almost entirely on the 1972 Trade Agree 
ment, which, in itself, does not embody a balance of benefits 
and may not have reflected the full weight of U.S. negotiating 
leverage at that time.

Neither the Trade Agreement nor the 1974 Long-Term 
Agreement err.body commitments or principles intended to modify 
the effect of Soviet ouying power on direct purchases of 
industrial equipment and technology or agricultural commoditiec. 
These agreements contain no outlines of any long-term strategy
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designed to induce incremental improvements in Soviet trade 
practice. Implementation of the Trade Agreement, not wnat 
has happened in the Marketplace, has become the standard of 
success in U.S.-Soviet trade.

This lack of direction in U.S. commercial policy is re 
flected in f clear pattern of Soviet Government initiatives 
and IKS. Goverrment responses. The 1972 and 1974 agreements 
resulted fro* Soviet initiative and both are consistent with 
traditional Soviet enphaeis on formal, bilateral government 
treaties and institutions in the commercial field. They are 
not compatible with traditional '-'.S. trade policy, which 
avoids bilateralism and seeks to enlarge multilateralism in 
trade and payments. Both agreements represent conventional 
Soviet efforts to achieve prior Western government approval 
for commercial transactions. In sum, the initiative for 
shaping and altering the trade environment, at both enter 
prise and government levels, rests with the Soviets.

One further source of Soviet bargaining power i& a lack 
of coordination among the m?jor Organization for Economic 
Cooperation and Development (OCCD) countries (the United 
States, European Community, snd Japan) in their pursuit of 
expanded East-West trade. There are significant opportuni 
ties for common OECD approaches to such issues as export 
credit, Soviet trade reform, and destructive corporate com 
petition for the Soviet market. However, these opportunities 
have not been realized as individual OECD countries have 
negotiated exclusive bilateral arrangements with tne Soviets 
designed to achieve special market preference for their 
national companies. This rampant bilateralism and failure 
to apply effective multilateral restraint has redounded to 
the collective disadvantage of OECD countries.

This unwillingness tp coordinate East-West trade policy 
takes a number of forms. No serious efforts have been made 
to rectify the imbalance in commercial negotiating leverage 
between the Soviets and OECD member countries, to establish 
guidelines for orderly competition in the Soviet market, or 
to regularly exchange information among OECD governments on 
the experiences of their firms in negotiating for Soviet sales. 
Common efforts to reform the Soviet trade regime have been 
undertaken through the European Security Conference, but the 
reforms ultimately agreed on related largely to market access 
rather than to commercial reciprocity. Efiorts to coordinate 
export credit policy have failed consistently. Measures nec 
essary to protect global commodity markets against disruptive 
Soviet buying have not been taken. In sum, it appears 
that the lack of U.S. Government adjustment to the unique 
character of Soviet trade has its mirror image on the inter 
national level.
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Given this lack of OECD cooperation and apparent Soviet 
resistance to commercial refer*, the basic response to the 
imbalance in commercial benefits must com* through wore active 
U.S. Govern»ent participation in the trade relationship. The 
present lack of Government control over the activities of U.S. 
firms precludes withholding potential benefits in exchange for 
improved commercial practice. The lack of direct Government 
support and advice to U.S. firms participating in contract 
negotiations leaves unimpaired the Soviet ability to manipu 
late the competition. Finally, the lack of Government control 
over U.S. company commercial negotiations compromises the 
Government's ability to fully protect U.S. national interests, 
which include:

 Developing reliable recipients for U.S. private and 
public investments.

 Preventing destabilizing Soviet buying in U.S. or 
global commodity markets which could inflate U.S. 
prices and preclude satisfying traditional foreign 
customers.

 -Preventing technology seepage through technology 
protocols &nd presale discussions.

 Maximizing aggregate company profitability.

 Preserving U.S. alliance relationships and the 
integrity of the Western trade and payments system.

The U.S. Government recognizes the potential discrepancy 
between commercial and national interests, as evidenced by ex 
port control regulations and procedures and Eximbank and Na 
tional Advisory Committee responsibilities. However, the'full 
range of interests involved are not reflected nor adequately 
protected by these sources of Government influence.

AGENCY COMMENTS AND OUR EVALUATION

The East-West Foreign Trade Board responded that the 
report assumed, without real evidence, that (a) the economic 
benefits of trade favor nonmarket econouy countries (b) 
Soviet state trading enterprises enjoy a preponderance of 
power in negotiations with U.S. companies, and (c) the United 
States accepts short-term commercial disadvantage in order 
to influence future Soviet actions.
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The classified report is replete with evidence on each 
of these natters, most of it taken directly from executive 
branch records and from interviews with key officials. Our 
discussion of these points focused on the Soviet Union, and 
we recognize they are less applicable to other nonmarket 
economy countries.

The United States has enjoyed a healthy surplus in its 
trade with Communist countriej. Nevertheless, the Soviets 
enjoy superior negotiating leverage because of their posi 
tion as a single buyer with many competing sellers. The 
Soviet ability to manipulate this competition for sales and 
the inherent nature of their trading practices makes the 
tendency for aggregate benefits in their favor.

A Conference Board report showed, for example, that 
American firms have not attained normal levels of profit 
ability in the Soviet market. Cur reports on the 1972 
Soviet grain sales showed that Soviet bargaining power 
over several partially informed sellers allowed the Soviets 
to buy wheat at bargain prices. U.S. grain exporting com 
pany returns were quite low and in Some cases were below 
cost. The East-Nest Trade Policy Committee recently con 
cluded that the U.S. Government should consider significantly 
different procedures for regulating trade with Soviet organi 
sations than for trade with most other nations. The Committee 
also concluded that aside from cash sales, the overall bene 
fits of a proposed major transaction were heavily weighted 
in the Soviet's favor.

The literature on 'monopsony' firmly establishes the 
superior negotiating leverage of the single buyer. Finally, 
the pee-trade agreement White Bouse policy studies contain 
nvaerous expressions of concern about the advantages of 
state trading regimes as they face a decentralized market, 
economy like the United States and about whether the U.S. 
Government  hould take a more active role to match tha superior 
negotiating leverage of the state trading regimes.

With regard to the United States accepting short-term 
commercial disadvantages in order to influence future Soviet 
actions, this theme appeared frequenti, in the pre-trade 
agreement policy studies. It has been frequently cited in 
congressional testimony by key executive branch officials 
as justification for U.S. trade liberalization. The econo 
mic benefits cited earlier that accrue to the Soviets 
demonsv.rate the short-term commercial disadvantages to 
the United States.
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U.S. bilateral efforts to achieve reciprocity in 
U.S.-Soviet trade were designed to establish a position for 
U.S. companies in the Soviet market and to ameliorate adverse 
market conditions. U.S. efforts to expand trade have achieved 
limited maiket access but have not effectively responded to 
the negotiating imbalance.

The Board said that we recommended much greater U.S. 
Government direct involvement in individual commercial 
negotiations and transactions to control strategic and non- 
strategic exports in exchange for diplomatic or economic 
concessions and that we argued that this intervention was 
necessary to increase bargaining leverage, maximize aggre 
gate company profitability, and prevent technology seepage.

However, the major thrust of our recommendations for 
Government involvement is to protect U.S. national interests 
and modify the present Government-industry relationship to 
permit more direct and effective support for commercial inter 
ests in tne Soviet market. These are significant reasons 
for Government involvement. Indeed, the executive branch's 
own recent initiative in negotiating a long-tern grain supply 
agreement with the Soviets gives recognition to the legitimacy 
of the thrust of our recommendations.

He did not recommend the exchange of strategic exports 
for diplomatic or economic concessions. Such exports are 
clearly prohibited by law. Furthermore, our report demon 
strates the current inability of the executive branch 
system to control strategic exports. It shows the need 
for greater Government involvement, because of the cdver- 
sary character of U.S.-Soviet diplomatic and strategic 
relations, and the implications of technology seepage and 
ineffective export controls for national security.

RECOMMEND* i'lONS

United States-Soviet trad<? is beneficial for both par 
ties, but negotiating advantages accruing to the Soviets 
distort the commercial and national balance of benefits. Our 
recommendations are designed to increase coi.. »rcial and 
diplomatic returns from future trade by:

  Improving executive branch understanding of the nature 
and implications of differences between the two eco 
nomies.

 Structuring the bilateral relationship to create more 
powerful incentives for improved Soviet commercial 
practices.
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  Increasing the degree of executive branch involvement 
in U.S. company-Soviet commercial negotiations in 
order to fully protect U.S. national interests and 
to permit more direct and effective support for com 
mercial interests.

These objectives should be pursued by reforms at four levels. 

Government level

The East-West Foreign Trade Board should direct the 
National Security Council to authorize a major empirical 
interagency study on the problems of trading with centrally 
planned economies. The increasingly heterogeneous character 
of international trade requires reevaluating whether pres 
ent international norms and institutions and limited U.S. 
Government participation in corporate activities adequately 
protect commercial and national interests. The study should 
include:

1. How the Soviet monopsony functions, how its
purchasing priorities are developed and imple 
mented, and how this affects U.S. corporate 
market behavior.

2. The effectiveness of internal Soviet bureaucratic 
procedures.

3. The commercial ramifications of asymmetry.

4. The elements for success in the Soviet market.

5. The efficacy of alternate corporate strategies.

A uiajoi LOCUS of the study should be on policy instruments 
required to use trade for diplomatic purposes.

The Secretaries of Treasury and State should grant the 
East-West Foreign Trade Board full responsibility for deter 
mining broad policy objectives, with the details c,f managing 
bilateral meetings and exchanges delegated to its working 
group. The Board should report the results of its delibera 
tions directly to the President.

The Special Trade Representative's Office, with its focus 
on the Western trade system, should upgrade its East-Nest trade 
capability and become more active in the interagency process.
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The Secretary of Commerce should require that the Bureau 
of Cast-West Trade's:

 Staff work for the East-West Foreign Trade Board and 
working group be centered in an improved Office of 
East-West Trade Policy and Analysis.

 Leadership improve coordination among its offices and, 
in particular, insure full and ready access to infor 
mation in the Office of Trade Development Assistance.

 Office cf Trade Policy and Analysis upgrade the number 
and quality of its personnel and have more explicit 
and coherent direction from office and bureau levels. 
As its analytic capability improves, the Office should 
reduce its dependence on external consultants.

The Secretary of the Treasury should require that the 
East-West Foreign Trade Board regularly discuss future research 
priorities and communicate these priorities directly to the 
Bureau of East-West Trade, State's Bureau of Intelligence 
and Research, and the Central Intelligence Agency. The results 
of this analytic work should be discussed periodically by 
the working group and the Board.

The Secretaries of State, Treasury, Commerce, and 
Defense should use the authority in the Trade Act, or should 
request new authority if necessary, to establish a monitor 
ing system requiring prior notification of all technology 
protocols with the Soviet Union and Eastern Europe and of 
normal commercial transactions exceeding a certain amount. 
Data provided should include specific contract terms and, on 
an anonymous basis, contract prices, costs, and financing 
techniques and amounts.

The Secretary of Commerce should require the Bureau of 
East-West Trade's Office of Trade Development Assistance to 
use existing data and data resulting from the new monitoring 
system to develop an easily retrievable information system. 
The Office should also more actively solicit information from 
U.S. firms on the impediments they face in the Soviet market.

Bilateral level

The Secretaries of State, Treasury, ard Commerce should 
insure that- the conclusions emerging from the interagency 
study and the continuous analytic efforts recommended above 
form the bases for the U.S. position in Joint U.S.-U.S.S.R. 
Commercial Commissions and other bilateral negotiations and 
discussions. Diplomatic missions by individual department
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representatives should be fully coordinated through the 
East-West Foreign Trade Board and should reinforce previous 
U.S. .Government positions.

Bilateral discussions between the Uniteu States and the 
Soviet Union should focus more on Soviet buying behavior in 
commodity and industrial markets and less on issues related 
to market access.

Multilateral level

The Secretaries of State, Treasury, and Commerce and the 
President of Eximbank should pursue credit harmonization as a 
lor -term feature of U.S. export credit policy rather than as 
a temporary expedient to use or avoid depending on short-term 
bilateral commercial calculations.

The Secretary of State should:

1. Consider negotiations to grant OECD a permanent 
role in monitoring and enforcing the gentleman's 
agreement on credit harmonization. The United 
States should also join the prior consultation 
procedure, which should be extended to Eastern 
Europe and the Soviet Union.

2. Initiate discussions on prospects for joint financ 
ing of major projects as a regular practice with 
other OECD countries active in East-West trade.

3. Consider negotiating a commercial information ex 
change system on East-West trade within OECD.

4. Insure that the results of the European Security
Conference Basket II discussions I/ receive continu 
ing attention by assigning monitoTing responsibil 
ity to the Economic Conur.ission for Europe. U.S. 
representation at the Commission should be up 
graded, and U.S. bilateral discussions with the 
Soviets should reinforce Basket II commitments.

The Special Trade Representative and the Secretary of 
State should initiate:

European Security Conference was a Soviet initiative 
designed to settle outstanding European strategic, economic, 
and welfare issues. All major East and West European coun 
tries, plus the United States and CanaJa, participated. 
Basket II encompasses economic aspects of the Conference.
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1. Genera] Agreement on Tariffs and Trade discussions
on a catalog of East European and Soviet impediments 
to trade as part of the General Agreement on Tariffs 
and Trade general nontariff barrier identification 
exercise.

2. OECD discussions on a code of government and cor 
porate practices to narrow disparities in approach 
and to reduce competition among OECD governments 
in East-West trade. The code should also encompass 
rules protecting the Western trade and payments sys 
tem from the prevailing bilateral orientation and 
a timetable for phasing out the various bilateral 
agreements.

The Secretaries of State, Treasury, and Commerce should 
pursue proposals for cooperation among enterprises interested 
in exporting to the Soviet market.

Government-industry level

The Secretaries of State, Treasury, and Commerce should 
avoid any premature commitments to commercial transactions.

The East-West Foreign Trade Board should use information 
from the monitoring system to review all transactions that 
reguire Eximbank credits and should either approve or with 
hold approval depending on the national interests involved 
and the potential for commercial concessions in exchange for 
approval.

The Secretary of Commerce should;

1. Request legislation establishing the Government's 
authority to preclude presale discussions of 
strategically sensitive technologies. Commerce 
should develop a catalog of technologies for which 
U.S. firms have a monopoly but which could be ex 
ported without injury to national security. Such 
technologies should provide bargaining chips for 
Soviet concessions.

2. Instruct the Bureau of East-West Trade to more ac 
tively support corporate interests in the Soviet 
market. This should involve more sophisticated and 
detailed advice to interested companies based on 
the results of the analytic exercises recommended 
above. The Bureau should also facilitate an ex 
change of information among competing U.S. suppliers 
and should approach the Soviets directly in cases 
involving particularly objectionable buying behavior.
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The Secretary of the Treasury, in his capacity as Chair 
man of the East-West Foreign Trade Board, should use data re 
sulting from the monitoring system to review all transactions 
involving other national interests/ such as commodity price 
stability and supply, technology seepage and security of 
investments, as well as transactions requiring credit or ex 
port licenses. Criteria for involvement could include size of 
transaction and credit, nature of product or technology, number 
of firms competing, and structure of the transaction (product 
payback, for example). The intensity of involvement could vary 
from indirect guidelines for the firms, to observer status at 
commercial negotiations, to direct negotiations with Soviet 
officials, to disapproval of the transaction. The Foreign 
Trade Board should become involved during the initial discus 
sions to control exports to the Soviet Union in exchange for 
diplomatic or economic concessions.
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CHAPTER 7 

SCOPE OF REVIEW

To assess the executive branch role in bilateral and 
multilateral East-West trade, we ieviewed policies, programs, 
and procedures relatinq to (1) diplomatic and commercial ob 
jectives, (2) policy formation structure, (3) congressional 
consultation, (4) promotion and financing, (5) export con 
trols, (6) technology transfers, and (7) reciprocity or bene 
fits. We interviewed officials and reviewed activities of 
the

National Security Council, 
Council on International Economic Policy, 
Office of the Special Representative for Trade Negotia 

tions,
Central Intelligence Agency, 
Export-Import Bank of the United States, and 
Departments of Agriculture, Commerce, Defense, State, 

and Treasury.

W-i also reviewed the activities of all major East-West 
trade-related executive branch interaqency groups, such as 
the President's Committee on East-West Trade Policy and its 
Working Group. U.S. activities in bilateral organizations, 
such as the Joint Commercial Commissions, were also reviewed.

Our work at these executive branch organizations in 
Washington, D.C., included reviews of the following categories 
of files, documents, and correspondence: (1) studies, evalua 
tions, and reoorts, (2) intra- and interdepartmental or organ 
izational memorandums, (3) contriou^ions to interagency 
studies, interagency organizations, and bilateral organizations, 
(4) briefing materials prepared for official visits, (5) dip 
lomatic exchanges and cables, and (6) U.S. contributions to 
multilateral studies of East-West trade.

We examined congressional records, hearings, reports, and 
legislation on East-West trade and talked with representatives 
oi the Congressional Research Service, We also examined aca- 
dtniic and published materials, including oress reports, and 
interviewed representatives of American firms and trade asso 
ciations in the United States, former Government officials, 
and reoresentatives of U.S. private and Communist government 
organizations.

During visits to Moscow, Warsaw, Budaoest, Vienna, Geneva, 
Brussels, Bucharest, Bonn, Paris, London, Berne, Praoue, Tokyo, 
Hong Kong, and Singapore, we interviewed apnronriate officials 
and examined oertinent data at U.S. Embassies and consulates,
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trade centers, and Missions to such international organizations 
as the NATO, the General Agreement on Tariffs and Trade, U.N. 
Economic Commission for Europe, OECD, European fcommunity, and 
COCOH. We also interviewed representatives of these interna 
tional organizations and foreign governments (except for those 
of the Soviet Union, Eastern Europe, and the People's Republic 
of China), American and foreign firms, foreign business associa 
tions, publishing houses, and the American Chamber cf Commerce.

ACCESS TO INFORMATION

Executive branch organizations were concerned that our re 
view might harm U.S. Government efforts to encourage East-West 
trade by creating an impression of uncertainity regarding O.S 
positions.

Our work overseas was restricted because we were unable 
to talk with host government officials in the Soviet Union 
or Eastern Europe and we were unable to go to taking or vo 
talk with People's Republic of China representatives in Kong 
Kong. Although State Department cooperation overseas was 
generally responsive to our needs, there were instances of 
less than adequate cooperation. State would not agree to allow 
our representatives to discuss the Coordinating Committee for 
strategic export controls and the Conference on Security and 
Cooperation in Europe with British and West German officials.

We did not have complete access to executive branch re 
cords and were unable to resolve certain access problems or 
to establish uniform access guidelines. Access guidelines, 
promulgated by the White House Counsel's office and the Pres 
ident's Committee on East-West Trade Policy, were that:

- f

1. Each agency decides the question of GAO access to 
its records.

2. GAO could not have information on subjects for which 
discussions had not been finalized or subjects still 
under discussion with other countries.

3. Certain sensitive data wculd not be made available.

As a result, we faced differing agency guidelines, arbitrary
and subjective judgments on which subjects were pending or still
under negotiation, and vario'us definitions of sens'itive data.

We have not received a reply to our letter of October 10, 
1974, which was requested by the White House Counsel's office 
and which detailed the chronology of events concerning our re 
quests for CIEP and NSC documents and requested a reassessment 
of previously established access ground rules.
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He were also denied access to certain confidential busi 
ness information, despite written agreement reached with the 
Commerce General Counsel and the Secretary of Commerce's deter 
mination, required by Section 7 (c) of the Export Administra 
tion Act, which declared it was in the national interest for 
GAO to have access to this information.
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DEPARTMENT OF THE TREASURY
WASHINGTON. D.C. 20220

October 21, 1975

MEMORANDUM FOR: J. K. FASICK 
Director 
United States General Accounting Office

SUBJECT: Executive Branch Response to GAO Report: 
Trade and Detente — An Assessment

The following is the response of the East-West Foreign Trade 
Board to the GAO report entitled "Trade and Detente — An Assessment." 
It represents the vifws of the agencies comprising the Board, and the 
Department of Defense (see attached list). These comments have been 
developed through extensive review within the framework of the East- 
West Foreign Trade Board.

Rather than respond In detail to each of the many findings and 
recommendations contained in the report, the Board has chosen to focus 
our observations on the following major areas which the report addresses:

— Overview

— Policy formulation and the use of economic leverage

— U.S. Government intervention in transactions between nonmarket 
economy countries and American firms

— Export administration

— The financing of East-West trade

Overview

Although there are many recommendations in this comprehensive 
and detailed study in which the Executive Branch can concur, we find 
many of the major conclusions on critical and controversial issues are 
not supported by the facts. Generalizations are implied as valid 
because contrary and available information is excluded from the report. 
Moreover, the resulting unsupported conclusions then iorm the bases 
of many pages of unsubstantiated comments and recommendations.
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We also find the tone of the report misleading in some instances. 
By quoting at length the widely differing opinions of many parties with 
conflicting interests and viewpoints regarding East-West trade policy 
and export administration, the report tends to suggest that Executive 
decision making is characterized by divisiveness, inconsistencies and 
uncertainty.

Given the controversy surrounding East-West trade and export 
administration, it is a simple matter to find divers>; views: there 
is a body of reasoned support for almost any viewpoint. However, 
controversy shculd be expected and, indeed, welcomed. Differing agency 
perspectives require constant review, at every level of Government, for 
each major policy initiative. The Board believes that these thorough 
and vigorous interagency discussions have, on the whole, produced 
East-West trade policies and export administration procedures that 
are realistic and effective. Additionally, we find the report 
focuses almost exclusively on U.S. economic and political relations 
with the Soviet Union. In fact, however, East-West trade policy encompasses 
the broad spectrum of our economic relations not only with the Soviet 
Union, but with all the nonmarket economies of Eastern Europe and the 
People's Republic of China.

Policy Formulation and the Use of Economic Leverage (See chs. 2 and 6.)

A key point reiterated in the report is t^at the benefits of trade 
have favored the nonmarket economy countries and that few, if any, 
diplomatic benefits have been derived from the application of U.S. economic 
leverage. There are sweeping, unsubstantiated allegations charging -lack 
of coordination, failure to formulate clear goals, and inadequate implemen 
tation of policy. The GAO cites lack of an overall strategy by the Govern 
ment, as well as interagency conflict, as underlying causes of this disarray.

The report falls to recognize that the strength of intera^ency 
committees and boards derives from the process of melding anrf reconciling 
major differences in viewpoint. This productive and creative form of 
interaction has served to ensure that major policy initiatives are consistent 
with the principal economic, political and military objectives pursued 
by the U.S'. Government.

Although interagency coordination, analysis, and decision making in 
1972 were admittedly imperfect to deal with the new situation created 
by detente and expanded commercial initiatives, the establishment of the 
East-West Trade Policy Committee in March 1973 marked a significant improve 
ment. Its successor organization, the East-West Foreign Trade Board, has 
further strengthened the decision-making process in accordance with its 
legislative mandate.
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The goals we seek in our developing economic relationship with the 
nonmarket economy countries are raultifaceted. There are positive economic 
benefits to the U.S. in the expansion of its trade with the nonmarket 
economy.countries. They represent a significant market for both U.S. 
agricultural and manufactured goods exports and an important source of 
U.S. requirements for Imported raw materials. Consequently, a U.S. 
ftilure to realize the potential economic benefits of East-West trade 
could have an adverse effect on U.S. export earnings, without a commensurate 
reduction in U.S. imports, and thus an undesirable net effect on U.S. 
domestic employment and balance of payments.

In addition, this developing relationship may offer some contribution 
to international stability and provide some motivation to the nonmarket 
economy countries to exercise restraint in the conduct of their foreign 
and domestic policies. The development of economic ties is a significant 
cooponent of this relationship.

The GAO report exaggerates the significance of U.S. trade with the 
U.S.S.R. and other nonmarket economy countries in the process of detente, 
and thus the degree to which the United States can or should attempt to 
use trade as a lever to exact concessions. While trade and economic ties 
may improve the environment for progress on political issues, trade is 
not, as the report asserts, "the policy instrument used to achieve 
political progress."

From the outset, the Administration relied on three different types 
of policy controls to ensure a coherent and consistent approach to trade 
with the U.S.S.R:

o On the political level, it was made clear from the outset 
that progress on the economic front would follow very closely 
on the resolution of key political issues. It was following 
breakthroughs on Berlin, SALT, and other arms control natters 
In 1971 and a successful summit in 1972 that we expressed a 
willingness to move forward m a broad economic front as a 
companion piece to continued comparably broad progress on 
the political front. The further normalization of our economic 
relations continues to be examined in a broad political frame 
work.

o Financial control over Eximbank credit was exercised within 
the Bank by applying standards consistent with its legislative 
charter and normal lending practices-to any other borrowers. 
When Eximbank lending authority is restored, as we hope it will 
be, It will again be applied according to standard Exim pro 
cedures and whatever guidelines may be established by Congress.

o The existing U.S. export control system, consisting primarily 
of munitions controls (State), atomic energy controls (ERDA 
and KRC) and the Export Administration Act (Commerce), serves 
to control transfers of both embodied and disembodied technology
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to protect the national security. In practice, the svstem 
precludes the export or reexport of hardware (embodied 
technology) and the transfer of technical data which is deter 
mined to be strategic and to control transfers of all unpublished 
technical data which may adversely impact the national security.

The Administration does not believe that the expansion of the U.S. 
role in East-West commerce can or should be made dependent upon quantifi 
able progress toward specifically defined, discrete, short-term political 
objectives. On the contrary, on one very basic objective, freedom of 
emigration, the Administration counseled against specific linkage to the 
granting"of most favored nation (MFN) tariff treatment and official credits 
of these countries.. Experience has indicated the counterproductive 
effect of establishing an explicit quid pro quo in this instance.

Among the reasons for an exaggerated view of U.S. leverage is the 
failure to appreciate the existence of competitive alternative Western 
sources of supply. In fact, the u.o. role in East-West trade is small. 
Trade between the nonmarket economies and the countries of the Industrial 
West amounted to $43 billion in 1974; of this, the United States accounted 
for only $3.2 billion, or about 7 percent.

Commercial exchanges between East =nd West will continue to expand, 
whether the U.S. increases or decreat its share in this trade.

The GAO report recommends that the U.S. seek to improve Western 
coordination of trade policy toward the nonmarket econmy countries. 
Such coordination is clearly desirable, and it already exists, on a day- 
to-day basis, in the framework of the COCOM strategic control system. 
However, in many areas, including credit harmonization, the role of GATT, 
and the multilateral trade negotiations, East-West trade issues are 
intermingled with issues which are internal to the Western community, 
complicating efforts to develop a coordinated Western position. The U.S. 
Government is pursuing with its allies the problem of assuring and monitor 
ing the implementation of provisions of Basket II of the Conference on 
Security and Cooperation in Europe. Trade with the nonmarket economies 
is a matter of varying economic signifir.ance among the Western countries, 
however, and the degree of willingness to sacrifice the gains of trade 
for politic?! objectives also varies from country to country. Thus, 
the amount of leverage the U.S. can exert on its Western allies in 
forming unified positions is seriously limited. Without such unified 
positions, unilateral U.S. economic leverage cat. be exercised only within 
an extremely limited sphere.

The recurrent reference to tradeoffs of U.S. economic concessions for 
political and security benefits ignores the record of the Executive Branch 
in developing and negotiating ar. array of economic mechanisms specifically 
tailored to meet the special problems of interface between market and 
nonmarket economies. In the case of Romania we have negotiated a trade 
agreement that contains rigorous safeguards against disruptive imports
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while providing U.S. companies with extensive rights and assurances In 
carrying out business in that country. In addition, we secured Romanian 
acknowledgement that special arrangements with nonmarket economy countries 
are needed to ensure reciprocity of concessions. In the case of Romania 
this involved Romanian recommitment to its GAIT accession instrument under 
which Romania guarantees to increase imports fron market economy countries 
at at least the same rate as the increase in total imports called for 
in its five-year plans.

In concluding this trade agreement our negotiators were supported by 
requirements in the Trade Act for si-'.stantla] and meaningful commercial 
concessions in exchange for MFN status. These requirements were based 
on the provisions of the trade agreement negotiated with the U.S.S.R. In 
1972, The Act also contains carefully drawn provisions ensuring that all 
agreements entered into in the Multilateral Trade Negotiations with 
market and nonmarket countries contained reciprocal economic benefits for 
the United States. In both negotiations the Administration has worked 
closely with Congress to ensure that these requirements of the Trade Act 
are implemented. However, the requirements of the Trade Act concerning 
emigration have impeded progress in our trade relations with the U.S.S.R. 
and other nonmarket countries, denying us the opportunity to obtain 
similar concessions of benefit to U.S. companies.

U.S. Government Intervention in Transactions between Nonmarket Economy 
Countries and American Firms (See ch. 6.)

The report assumes without real evidence that the economic benefits 
of trade favor the nonmarket economy "countries, that the Soviet state 
trading enterprises enjoy a preponderance of power in negotiations with 
U.S. companies, and that the U.S. "accepts short-term commercial dis 
advantage in order to influence future Soviet actions." The report 
recommends a much greater direct involvement of the U.S. Government in 
individual East-West commercial negotiations and transactions, and the 
utilization of this involvement to control exports both strategic and 
non-strategic in exchange for diplomatic or econoalc concessions. The 
report argues that this intervention is necessary to:

o increase bargaining leverage and "maximize aggregate 
company profitability"; and

o prevent "technology seepage"

The report states that U.S. companies engaged in negotiations with 
Soviet state-trading enterprises are disadvantaged by the monopoly buying 
power of the Soviets. This monopoly power means, says the report, that 
gains from trade asymmetrically favor the Soviet Union.

This thesis is by no means proved. There Is no evidence that American 
(or other Western) companies regard profit as of lesser importance in 
transactions with the U.S.S.R. than with other countries, as the report 
asserts, and there is no evidence that companies engaged in East-West trade
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suffer lower rates of return. Companies which find the return on business 
with the U.S.S.R. unsatisfactory can be expected to turn to other areas 
in which returns are higher. Although Soviet state-trading companies 
have monopoly buying power with regard Co the Soviet Union, the Soviet 
market is often small In global terms. To the extent that size confers 
bargaining power, American corporations, especially those which control 
important shares of the world output of a given product or service, are 
well positioned to hold their own. Still, the report contends that 
Government intervention is required to redress the alleged imbalance, 
particularly In the context of the grain trade.

In assessing the issue of monopoly buying power we should note that 
the grain trade differs to some extent from trade in industrial goods 
and services principally because supplies of agricultural commodities are 
somewhat inflexible at certain times in the crop year. While the Impact 
bf Soviet purchases of American grain on the American and international 
markets In the past stemmed in part from the Soviet state's ability to 
mask its requirements and time Its purchases to obtain a price advantage, 
the principal concern in terms of U.S. interests Is the enormous variation 
In Soviet purchases from year to year. He have learned certain lessons 
from the experience of the 1972 grain sal .s, and efforts to work out a 
long-term agreement to deal with these problems are under way.

Otherwise, as a matter of policy, the Administration has attempted 
neither to participate in commercial negotiations carried out by private 
firms nor to ensure that U.S.-Soviet transactions result in profits for 
the American companies Involved. Were the U.S. Government to seek to 
"maximize aggregate company profitability" in U.S.-Soviet trade, as the 
report recommends, the question of fairness to American firms not engaged 
In trade with the Soviet Union would surely arise. Empowering Government 
officials to participate In commercial negotiations, authorizing them to use 
export controls to disapprove transactions on commercial grounds, and 
Instructing them to maximize the profits of American firms could only result 
in distortions of trade, and would entail massive surveillance by the U.S. 
It would necessitate a large and cumbersome bureaucracy, and would hamper 
U.S. firms' efforts to compete effectively. It would bring U.S. firms 
under increased control by the U.S. Government and would run counter to 
the free enterprise system. Furthermore, using the export control 
mechanism to obtain commercial leverage for American firms would either 
place the Government in the position of negotiating on behalf of U.S. 
companies, or, by provoking adverse Soviet reaction, disadvantage American 
companies relative to their competitors.

With regard to the matter of technology seepage, the Administration 
has sought to apply export controls to prevent the transfer of technology 
to nonmarket economy countries when such technology would likely be 
applied to enhance military capabilities. It believes that it has been 
successful in carrying out the laws ID this regard.
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Export Administration (See chs. 4 and 5.)

The 'report succeeds in identifying some of the more difficult issues 
associated with effective management of the current national and inter 
national systems of export controls. Specifically, it cites difficulties 
in the relationship between U.S. and COCOM objectives and control 
mechanisms; potential for technology seepage; the diverse perspectives 
on the economic costs/benefits of the system; the delays placed on the 
U.S. business community; and the complexities of adapting the system to 
serve the differing perspective of the major agencies State, Commerce 
and Defense  . Ich are involved in export regulation.

The report is less successful in formulating precedural recommendations, 
several of which are based on misconceptions of current operating procedures. 
These include, but are not necessarily limited to, the following:

o The recommendation that the Department of Commerce should be 
relieved of the licensing and monitoring of technology cannot 
be supported, since it fails to recognize that the licensing 
of trade in technology is an ir t- ?.ral part of Commerce's over 
all licensing effort. It would be difficult, for example, to 
segregate the issues involved in licensing a given piece of 
equipment from those raised by the sale of the technology 
associated with the same item. On the contrary, we support 
the report's recommendation that Commerce's role in upholding 
and licensing of U.S. national security controlled commodity 
exports should be strengthened since that agency has been 
delegated by the President the authority to administer U.S. 
export controls in light of the broad concerns foreign policy, 
national security, short supply which must be reflected in a 
coherent system of export administration.

o The report falls to recognize both the difficulties inherent 
in controlling exports of technology and the full extent of 
Commerce's mechanism to effect such control. The deliberations 
accorded proposed technology exports are often more protracted 
than those required for equipment sales because of the strategic 
concerns examined and reviewed when exporting technology which 
impinges on an area where the end product may be strategic and 
aay involve possible strategic end uses.

o The study fails to recognize that the function of the Operating 
Committee is not to establish policy or to decide individual 
cases, but rather to secure advice and recomendetions for the 
Department of Commerce from its advisory agencies. To establish 
that the advice and recommendations of the majority shall bt 
accepted, as recommended by the report, would distort the purpose 
of the Committee and detract from its utility.
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o The report shows a poor understanding of the historic role of 
the State Department and COCOH in export control and of the 
distinctions between multilateral and U.S. export control 
issues. With respect to the relationship of the Battle Act 
determinations to the U.S. position in COCOH, the report fails 
to appreciate that the Battle Act was enacted after *:he creation 
of COCOH and was Intended to be consistent with, and to support 
U.S. participation in, COCOH. It is entirely logical and In 
accordance with the Act that lists of U.S.-controlled Items be 
"continuously adjusted to current conditions" a?d that the 
determinations of the Battle Act Administrator (now the Secretary 
of State) reflect changes negotiated in COCOM. Further, it is 
not true that "State has greatly curtailed export control work 
a» conflicting with detente". Although the Office of East-West 
Trade has expanded Its functions in other areas, its export con 
trol work has not diminished.

o There is not reason to accept the unsupported assertion that 
"many U.S. firms have violated export controls" although no 
doubt some technology has entered the Soviet Union and Eastern 
Europe in violation of U.S. and COCOH export controls and enforce 
ment procedures. The Soviets have traditionally assigned a 
high priority to the development of their military capabilities, 
and have not hesitated to sacrifice civilian needs for this 
purpose. They will continue to do this, whether or not they 
trade with the West.

This treatment of export controls Is characterized by the pervasive 
bias of the report in favor of direct involvement by the United States 
Government In individual East-West commercial transactions, and the 
utilization of this Involvement to control exports both strategic and 
non-strategic In exchange for diplomatic or economic concessions. As 
stated previously, any such direct U.S. Government intervention would 
have adverse consequences far outweighing the alleged benefits.

It is recognized that there may be cases of such size and strategic 
significance that they should not be approved without assurance that the 
diplomatic, economic or other return the U.S. will obtain justifies the 
military risk. However, negotiation of strategic controls with the 
Soviet Union, « course which the report implies should be followed, 
vould In all likelihood destroy the multilateral control mechanisu and 
would have major Implications for American security.

As the report suggests, there is a need for more expeditious handily 
of license applications. The Department of Commerce, in consultation 
with its advisory agencies, Is taking steps to achieve this. Since 
interagency review is necessary for the more complex, precedental cases 
which are an ever increasing proportion of the workload, increased staff 
ing in other agencies may ultimately be necessary to cpeed the review 
process.
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Financing East-West Trade (See ch. 3.)

It. is a major overstatement to sav that the availability of Eximbank 
financing is "the most significant stimulator" of trade with nonmarket 
econoey countries. The statistics in the report show that export growth 
greatly exceeded Exim disbursements in 1973 and 1974 to Poland, Romania 
and the U.S.S.R.

The report fails to substartiate, yet appears to assume, that Eximbank 
and other Executive Branch agencies acted intentionally to give preferential 
treatment to the U.S.S.R., Poland and Romania, compared to other countries. 
(Under the terms of ihe Trade Act, only Poland and Romania are currently 
eligible for additional Eximbank loans. The U.S.S.R., other countries 
of Eastern Europe and the P.R.C. are ineligible.) It fails to bring out 
the following realities:

o Independence of Eximbank Credit Decisions. Eximbank acts 
globally, as well as in East-West trade, to make its own 
independent credit judgments in accordance with its legislative 
mandate, the Export-Import Bank Act. The Congress expects 
Eximbank to act in accordance with general U.S. foreign and 
economic policies, as the Bank Directors make their judgments 
on individual credit applications. The Bank routinely receives 
views from other U.S. Government agencies about individual 
cases, but this is done globally, and not just in the case of 
transactions involving the U.S.S.R., Poland and Romania. The 
initial decision to make Eximbank facilities generally avail 
able to support trade with any nonmarket economy country Is 
made oy the President. The Bank does not approve individual 
credits for political reasons; it considers the creditworthiness 
of the country, the participants in the transaction and the 
project itself in addition to other criteria set forth in its 
legislation.

The report argues that Exim does not have a precise set of 
criteria for evaluating credit applications and thus Exim may 
not be giving rigorous analysis to preliminary commitment 
applications and may give preferential treatment to the Soviet 
Union. The report oversimplifies the judgments which must be 
made at the staff and Director level of the Bank. Exim has 
internal criteria which are applied globally without country 
preferential treatment. However, each transaction has qualitative 
as well as quantitative differences. No bank can operate on a 
rigid quantitative analysis basis to make sensitive credit- 
worthiness judgments.

o Eximbank Operating Procedures are Non-preferential. There are 
mutually agreed procedures for handling Eximbank transactions 
in a number of countries in the world not just the U.S.S.R.,
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Poland, and Romania—which facilitate monitoring the growth 
of debt by central authorities in these countries. The 
objective is as much in Eximbank's interest as a creditor as to 
the benefit of the country. In each case Eximbank must respect 
the sovereign right and capability of the foreign government to 
establish the internal procedures it deems necessary. Poland, 
Romania and the U.S.S.R. also have bilateral agreements at the 
government level with France, Japan and the U.K. which establish 

"the basic framework within which Western credits will be made 
available. Thus, the procedural arrangements followed with 
these countries do not give them any preferential treatment.

The report claims the Exim harmed U.S. exporters by issuing its 
preliminary commitments only to Polish and Soviet borrowers, 
as requested by those countries, rather than to U.S. firms 
desiring to export to them. Even if Exim were able to provide 
preliminary commitments directly to U.S. suppliers, U.S.S.R. 
and Polish authorities would continue to control which suppliers will 
win the contracts or even be allowed to bid. Considerable 
investment may be required in preparing bids, a particular drain 
on madlum and small suppliers. False hopes should not be set by 
Issuing a preliminary commitment if there is not serious interest 
on the part of the potential buyer. Indeed, many suppliers have 
commented to Exim that they welcome the existing procedure, 
since they do not have to get involved in the financing aspects 
in addition to all their commercial contract negotiations.

o Eximbank Applies Consistent Requirements for Country Economic 
Information. Eximbank has consistently sought the fullest 
possible information from all possible sources about the credit- 
worthiness of countries to which it is lending. These sources 
include Information from all U.S. agencies, the IMF and IBRD 
and similar regional banks, the U.K., private financial institutions 
and academic sources. The Bank also solicits information directly 
from foreign govemments where it deems necessary to fill gaps, 
and this is done with the U.S.S.R., Poland, and Romania. However, 
some foreign governments have their own strict laws and regulations 
about release of information beyond certain types which Eximbank 
cannot override. In any event, Eximbank has made no credit 
Judgments involving any foreign country—including the U.S.S.R., 
Poland, and Romania—unless it was fully satisfied that it had 
sufficient economic information.

o Exim Does Not Displace Private Financing. The discussion of 
commercial bank willingness to participate In export financing 
to the nonmarket economy countries overlooks a number of Cacts 
which strongly influence commercial lending: the legal lending 
limit to single borrowers; the Johnson Act restraints on priva.e
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lending from the U.S. to countries In default to the U.S.; 
and Internal bank portfolio limits to -various countries. 
#any banks have consented about their Inability to participate 
in credits without more F.xim involvement. In fact, rather than 
competing with private financing through use of its guarantee 
program, Exlm can actually enhance private sector lending capa 
bilities.

When discussing Soviet willingness to pay cash, the report falls 
to point out that the U.S.S.R. has ample credit avai.'ible from 
government sources in Western Europe and Japan. Without similar 
government-supported export financing from the U.S., the ability 
of U.S. firms to compete effectively for billions of dollars of 
Soviet orders will be jeopardized. U.S. companies have already 
found it necessary to use foreign credit sources to win Soviet 
contracts by sourcing from abroad goods they had planned to ship 
from the U.S.

Gerald L. ?arsky TT 
Executive Secretary 

East-West Foreign Trade Board

Attachment
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Council on International Economic Policy 
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Export-Import Bank 
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PRINCIPAL OFFICIALS RESPONSIBLE FOR 

ADMINISTRATION OF ACTIVITIES

DISCUSSED IN THIS STATEMENT

Tenure of office
From To

DEPARTMENT OF STATE

SECRETARY OF STATE:
Henry A. Kissinger 
William P. Rogers

Sept. 1973 Present 
Jan. 1969 Sept. 1973

DEPARTMENT OF THE TREASURY

SECRETARY OF THE TREASURY: 
William E. Simon 
George P. Shultz 
John B. Connally 
David M. Kennedy

May 1974 Present
June 1972 May 1974
Feb. 1971 June 197?
Jan. 1969 Feb. 1971

DEPARTMENT OF DEFENSE

SECRETARY OF DEFENSE: 
Donald H. Rumsfeld 
James R. Schlesinger 
Elliot L. Richardson 
Melvin R. Laird

Nov. 1975 Present
July 1973 Nov. 1975
Jan. 1973 Apr. 1973
Jan. 1969 Jan. 1973

DEPARTMENT OF JUSTICE

ATTORNEY GENERAL; 
Edward H. Levi 
William B. Saxbe 
Elliot L. Richardson 
Richard G. Kleindienst 
John N. Mitchell

Feb. 1975 Present
Jan. 1974 Feb. 1975
May 1973 Oct. 1973
June 1972 May 1973
Jan 1969 Mar. 1972

DEPARTMENT OF AGRICULTURE

SECRETARY OF AGRICULTURE: 
Earl L. ButZ 
Clifford M, Hardin

Dec. 1971 Present 
Jan. 1969 Nov. 1971
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Tenure of office
From To

DEPARTMENT OF COMMERCE

SECRETARY OF COMMERCE: 
Rogers C. B. Norton 
Frederick B. Dent 
Peter G. Peterson 
Maurice H. Stans

May 
Feb. 
Feb. 
Jan.

1975
1973
1972
1969

Present 
Mar. 1975 
Feb. 1973 
Feb. 1972

OFFICE OF MANAGEMENT AND BUDGET

DIRECTOR:
James T. Lynn
Roy L. Ash
Caspar W. Weinberger
George P. Shultz
Robert P. Mayo

Feb. 1975 Present
Feb. 1973 Feb. 1975
June 1972 Feb. 1973
July 1970 June 1972
Jan. 1969 June 1970

Effective date 
of appointment

NATIONAL SECURITY COUNCIL

ASSISTANT TO THE PRESIDENT
FOR NATIONAL SECURITY AFFAIRS: 

Brent Scowcroft 
Henry A. Kissinger

Nov. 
Jan.

1975
1969

COUNCIL ON INTERNATIONAL ECONOMIC POLICY

EXECUTIVE DIRECTOR:
John M. Dunn (acting) 
William D. Eberle 
Peter M. Flanigan 
Peter G. Peterson

Feb. 1975
July 1974
Feb. 1972
Jan. 1971

CENTRAL INTELLIGENCE AGENCY

DIRECTOR:
George H. Bush 
William E. Colby 
James R. Schlesinger 
Richard Helms

Jan. 19 7 S
Sept. 197j
Feb. 1973
Jan. 1969
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Effective date 
of appointment

COUNCIL OF ECONOMIC ADVISERS

CHAIRMAN:
Alan Greenspan Sept. 1974 
Herbert Stein Jan. 1972 
Paul W. McCracken Feb. 1969 
Arthur Okun Jan. 1969

OFFICE OF THE SPECIAL REPRESENTATIVE 
FOR TRADE NEGOTIATIONS

SPECIAL REPRESENTATIVE FOR 
TRADE NEGOTIATIONS:

Frederick B. Dent Mar. 1975 
William D. Eberle Nov. 1971 
Carl J. Gilbert Aug. 1969

EXECUTIVE OFFICE OF THE PRESIDENT

COUNSELOR TO THE PRESIDENT 
FOR ECONOMIC POLICY:
Kenneth Rush May 1974

ASSISTANT TO THE PRESIDENT 
FOR ECONOMIC AFFAIRS:

L. William Seidroan Sept. 1974

EXPORT-IMPORT BANK OF THE UNITED STATES

PRESIDENT AND CHAIRMAN:
Stephen M. DuBrul, Jr. Jan. 1976 
Willicm J. Casey Mar. 1974 
Henry Kearns Mar. 1969

BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM

CHAIRMAN:
Arthur F. Burns Jan. 1970 
William McChesney Martin Jan. 1969

NUCLEAR REGULATORY COMMISSION (note a)

CHAIRMAN:
William Anders Jan. 1975 
Dr. Dixie Lee Ray Feb. 1973 
Janes R. Schlesinger Aug. 1971 
Glenn T. Seaborg Jan. 1969

a/ Formerly the Atomic Energy Commission.
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Senator STEVENSON. Now we have a panel consisting of Arthur 

Downey, who's the Deputy Assistant Secretary of Commerce for East- 
West Trade; Roger Shields, Deputy Assistant Secretary, Interna 
tional Economic Affairs, Department of Defer se; and Maynard GHt- 
inan, Deputy Assistant Secretary, International Trade Policy, Depart 
ment of State.

Gentlemen, if it's all the same to you, why don't we start with Mr. 
Downey and then we will continue and come hack with questions to all 
of you after you have all completed your statements.

STATEMENT OF ARTHUR T. DOWNEY, DEPUTY ASSISTANT SECRE- 
TARY FOR EAST-WEST TRADE, DIRECTOR, BUREAU OF EAST- 
WEST TRADE, DEPARTMENT OF COMMERCE

Mr. DOWNEY. Thank you, Mr. Chairman.
I have submitted a comprehensive statement for the record which 

I would not propose to read to you, but I will provide you with a very 
brief oral summary.

Senator STEVENSON. Your full statement will be entered in the 
record.

Mr. DOWNEY. In addition, sir, on March 17, you addressed a letter 
asking a series of questions which called for a statistical response. 
Would you permit us to provide that to you in writing ?

Senator STEVENSON. Yes. by all means. You're proposing to supply 
that subsequently ? You don't have a written response now ?

Mr. DOWNEY. If you would like a written response now, we can give 
you a partial written response to most of your questions. I would pre 
fer, if it's all right with you, to provide a complete response in a mat 
ter of days.

Senator STEVENSON. That's fine. We will keep the record open.
[Senator Stevenson's letter follows. At the time of printing this 

publication there had been no response to the request.]
U.S. SENATE,

Washington, D.C., March n, 1976. 
Mr. ARTHUR DOWNEY,
Director Bureau of East-West Trade, Department nf Commerce, Commerce Build 

ing, Washington, D.C.
DEAR MB. DOWNEY : For purposes of the upcoming International Finance Sub 

committee hearings on the Export Administration Act, I would appreciate it if 
you would supply answers to the following questions:

1. What was the annual number of license applications for exports to Eastern 
Europe and the Soviet Union for the period 1970 to the present? What was the 
value of exports represented by such applications?

How many of such applications were granted each year and how many rejected? 
What was the value of exports represented by approved and rejected applications 
respectively?

What is the breakdown by commodity of the applications granted and those 
denied each year during the indicated period?

2. Of those applications which were rejected during the period 1970-75, what 
were the reasons given for such rejections? (Please give breakdown on an annual 
basis.)

3. For each of the years from 1970-75, with resj>ect to those approved and those 
denied, what was the average length of time from receipt of the application by the 
IVpartment of Commerce to final answer to the applicant?

4. For each of the years from 1970-75, what proportion of U.S. license applica 
tions required COCOM approval? How many of such applications received 
COCOM approval, and how many did not? What was the value of exports repre 
sented by approved rejected applications respectively?
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What is the breakdown by commodity of such U.S. origin exception requests 

approved each year and rejected each year, respectively, during the indicated 
period?

5. For each of the years from 1070-75, what was the number of COCOM ex 
ception requests from non-U.S. sources? What was the value of exports repre 
sented by such requests?

How many of such applications received COCOM approval and how many did 
not? What was the value of exports represented by approved and rejected 
applications?

What is the breakdown by commodity of such non-L'.S. origin requests approved 
each year and rejected each year, respectively, during the indicated period?

I thank you for your cooperation.
With best wishes, 

Sincerely,
ADLAI B. STEVENSON.

Mr. DOWNEY. We have had only a few days to prepare a rather large 
array of documentation.

It might be useful if I noted very briefly some general facts about 
the overall flow of technology in the East-West context so as to provide 
a backdrop for the rest of our discussions and the rest of my testimony.

In 1974, the 15 industrialized Western nations exported about $185 
billion worth of high technology manufactured goods to their trading 
partners. The United States share in that exchange was the largest 
share—about 22 percent of that total. The same industralized Western 
countries in the same year shipped a little over $2 billion worth of high 
technology manufactured goods to the socialist countries. That's about 
1.2 percent of the total exports of high technology goods. In this total, 
the United States only supplied about 10 percent. That means that U.S. 
technology, as expressed in manufactured goods exported to the 
U.S.S.R. in that year represented three-tenths of 1 percent of the 
Soviet GNP, a very small figure indeed.

With respect to intangible property, we do not have international 
data available- However, the United States has earned as a result of 
their overseas sales from patents and trademarks and copyrights and 
the like about $3 billion in 1974. Of that figure, less than one-half of 
1 percent occurred from sales to the socialist countries.

I think this suggests, Mr. Chairman, that the degree to which our 
exports are affected by the national security controls is very small. 
Moreover, it is not the quantitative size of our exports of high tech 
nology hut rather the nature of our relationships with the socialist 
countries which warrants the fullest possible consideration, you are 
now giving.

May I turn now and discuss briefly the administration of the pro 
gram. As you know, within the Department of Commerce, the Office 
of Export Administration within the Bureau of East-West Trade is 
charged with the daily administration of the Export Administration 
Act. The act provides for controls for national security, foreign policy 
and short supply reasons. The export controls which we administer 
apply to the direct export of supplies and technology from the United 
States and also for the reexports of those commodities to third coun 
tries and the use of U.S. technology- and U.S. origin parts and com 
ponents in commodities manufactured abroad for a third country 
designation.

Our legal jurisdiction is comprehensive; however, approximately 
90 percent of all exports from the United States are shipped under the 
authority of the general license. Only about 10 percent of our exports 
require a specifically validated license. In addition to commodities, we
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also control the export of technical data which is related to the design 
or the production of those commodities under control, to the extent that 
the data are not published or otherwise available to the general public 
and are not basically scientific or educational in nature.

There is some interest in the process of our export licensing controls. 
Atached to my statement is a flow chart which bears a resemblance to 
the wiring diagram of the MIRV. Nevertheless, I think it provides 
some indication of the paper flow. We have much more simplified ver 
sions which are also perhaps adequate. Unless you insist, I would pro 
pose not to go through that diagram, sir. That is just for the record 
for those who have interest.

Senator STEVENSON. What will happen if I insist ?
Mr. DOWNEY. I will do so.
Senator STEVENSON. I don't insist.
Mr. DOWNEY. Good. Thank you. I think on behalf of everybody here, 

I thank you.
I might, though, orally review the process. When an application 

comes in for an export license it is numbered and filed and examined 
to be sure that all the parts are properly filled in, all the signatures 
are there, and then the names of the parties to the transaction are 
checked against a list which includes known or suspected diverters of 
strategic goods. We receive approximately, on the average, 220 appli 
cations every day. Last year we received about 55,000 applications, of 
which 10 percent of that, are applications for the Communist countries.

Senator STEVENSON. About 10 percent I
Mr. DOWNEY. About 10 percent. About 22 applications a day out of 

220.
The applications then make a brief stop at our computer system 

office for entry into the data bank. Then the applications move to the 
technicians in one of our throe licensing divisions; for computers, for 
electronics, for capital goods. There the document is reviewed and 
analyzed, and then moves on at various stages to other agencies, either 
on a bilateral basis or on a multiagency basis, and in some instances to 
COCOM for final consideration.

The act enjoins us to seok information and advice from other agen 
cies. We do this informally by thorough day-to-day contact and for 
mally through reference to a system of interagency committees which 
operate from the senior staff level on to the Export Administration 
Eeview Board at the Cabinet level.

In addition to consulting other government agencies, we also con 
sult industry. In accord with the 1972 amendments to the act we have 
established seven government-industry technical advisory committees. 
Each advise on a host of activities.

I think I should not review our participation in COCOM. My col 
league from the State Department will discuss that with you in detail.

What criteria do we employ when the technicians in the Licensing 
Division have an application for export? In dealing with Communist 
countries destinations he would review a variety of questions such as, 
what is the normal use for this commodity in the United States and 
elsewhere; is the item specifically designed for military purposes; 
would it have a significant use to the military; is it used now by our 
military or by military in the West or in the East? If the item has 
both military and civilian characteristics and uses, is the intended use 
peaceful in nature ? Is the intended end-user engaged in peaceful or
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military oriented work ? Does the item incorporate unique or advanced 
technology of strategic significance which could be extracted ? Is there 
a shortage of the item in the area of the consignee which would affect 
military potential ? Are there comparable commodities available out 
side of the United States; outside of COCOM; and what are the 
economic commercin 1 benefits to the United States from this trans 
action ?

Obviously, in determining the impact of a proposed export on the 
military strength of a foreign nation, we rely very heavily on the 
Department of Defense. My colleague, Mr. Shields, will discuss that 
in detail.

We judge the effectiveness of the controls not by whether we can 
or do prevent the development of certain military capabilities in the 
Communist countries, since it is obvious that they have the know-how 
and the capabilities to make significant advances on their own, given 
the time to do so. Realistically, however, we try to exercise the con 
trols in such a manner that the development of military capabilities 
is slowed substantially. It is by that criteria that we measure success. 

You indicated before, when the gentlemen from the GAO were here, 
that yoti were interested in the impact of the administration of controls. 
We reviewed in a study conducted last fall the processing time involved 
in our applications. Approximately 85 percent of our applications 
were processed in 10 days; 90 percent within 20 days. Obviously, 
the great majority of those applications which required more 
than 20 days were for high-technology products for the Communist 
countries. Only about 35 percent of the Communist country applica 
tions were processed in 20 days and 77 percent in 90 days. The most 
difficult product lines for us to deal with are the most sensitive: num 
erically controlled machine tools, semiconductor equipment, high- 
strength materials, computers, electronic testing and measuring equip 
ment and the like. There are delays which spring from a variety of 
causes, not the least of which is the increasingly complex nature, of the 
commodities with which we are dealing. <

We have identified and taken a seri'-s of steps, including expanding 
in great measure our personnel resources over the last several months. 
My statement provides additional details on some of these administra- 
tivesteps.

May I conclude, Mr. Chairman, by indicating that the control pro 
gram is a dvnamic process which has to reflect the constantly changing 
world relationship, as you indicated earlier, as well as advancing tech 
nology. We are committed to a prompt and vigorous exercise of our 
control authority. We do not believe that there are any maior changes 
required in the governing statutes to achieve the policy objectives of 
th? act. We are, however, in the process of considering the adequacy 
of penalties provided by the act and may have recommendations for 
you in the future on that. 

Thank you.
Senator STEVENSON. You don't anticipate anv legislative recommen 

dations other than changes in the penalties for this legislative exercise ? 
Mr. DOWNEY. No, sir.
Senator STEVENSON. Will we get recommendations with respect to 

penalfIPS in the near future ?
Mr. DOWNEY. Yes, sir, I believe you will receive recommendations to 

increase them.
[Complete statement of Mr. Downey follows:]
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STATEMENT OF ARTHUR T. DOWNEY 
DEPUTY ASSISTANT SECRETARY OF COMMERCE FOR EAST-WEST TRADE

BEFORE THE SUBCOMMITTEE ON INTERNATIONAL FINANCE 
OF THE SENATE COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS 

ON MARCH 22, 1976

INTRODUCTION

I appreciate this opportunity to appear before the Subcommittee 

on International Finance of the Senate Banking Committee to 

present the Department's views on our national security export 

controls.

The Department of Commerce administers the Export Administration 

Act of 1969, as amended, under delegation from the President. 

Within the Department, the Office of Export Administration (OEA) 

in the Bureau of East-West Trade is the organizational unit 

charged with the day to day administration of the Act and the 

regulations promulgated under it.

The Act calls for the control of exports to the extent 

necessary (1) to exercise the necessary vigilance over exports 

from the standpoint, of their significance to the national 

security of the United States, (2) to further significantly 

the foreign policy of the United States and to fulfill its 

international responsibilities, and (3) to protect the domestic 

economy of the United States from the excessive drain of 

scarce materials and to reduce the inflationary impact of 

foreign demand.
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Export controls administered by Commerce cover not only direct 

exports' of commodities and technology from the U.S., but also 

reexports of those commodities and technology to third 

countries, and the use of U.S. technology and U.S.-origin 

parts and components in commodities manufactured abroad and 

destined to a third country. Failure to restrict such 

activities abroad not only would circumvent the intent of 

our direct export controls, but also would unfairly discriminate 

against those who, for business or other reasons, choose to 

make their exports of the same kinds of goods from the United 

States and hence are subject to export controls.

Although the Department has legal jurisdiction over most of 

the normal commercial exports from the U.S., not all of 

these exports require specific licenses. A number of general 

licenses have been established that permit most goods to be 

sent to all but embargoed destinations (Cuba, North and 

South Vietnam, Cambodia, North Korea, and Southern Rhodesia), 

without the npcessi-y of filing a license application with 

Commerce and receiving specific license approval. Approximately 

90 percent of all exports from the United States are shipped 

under the authority of a general license. Commodities that 

do not qualify for a general license, and are, therefore, under 

specific licensing control, include:

o Products judged to be strategic by the countries partic 

ipating in the international (COCOM) strategic control
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system, and additional commodities ' sidered by the 

Department and its advisory agencies to be capable of 

contributing significantly to the design, manufacture, 

and utilization of military hardware.

o Petroleum and related products that are under control 

for short supply reasons.

o Certain commodities related to nuclear weapons and 

explosive devices, and crime control and detection 

apparatus, that are controlled for foreign policy reasons.

Technical data related to the design, production or utilization 

of the commodities under control are also under licensing 

control by Commerce to the extent that the data are not 

published or otherwise generally available to the public 

without restriction and are not basically scientific or 

educational in nature.

Access to technological know-how is in many instances of 

greater strategic significance than possession of finished 

items produced from that technology. While we can limit 

the amount of manufactured items that are exported, and to 

a useful extent control their use in communist countries, 

the export of design, production, and operations data allows 

the end-product to be produced in unlimited amounts and 

effectively removes U.S. influence on end-use. For this 

reason it has been necessary to exercise broader and tighter
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controls over technical data than commodities, but t.hf« 

variety of ways in which technology may be transferred or 

exported makes it difficult to control.

NATIONAL SECURITY CONTROLS

I shall focus today on the controls we exercise in the 

interest of national security, particularly as they affect 

the export of high technology items. I propose to treat 

the subject by addressing two basic questions: First, are 

controls adequate to achieve the national security objectives 

of the Act; and second, consistent with this, are the con 

trols being administered so as to minimize the adverse 

impact on U.S. economic/commercial interests? These are 

not mutually exclusive, of course, since certain review 

procedures established to assure adequate control contribute 

to the time it takes to process applications. This approach 

should give the Subcommittee a clearer picture of the goals, 

procedures, and effects of the controls administered by the 

Department in the interest of national security and foreign 

policy.

Adequacy of Control

Turning first to the adequacy of controls, let me begin by 

outlining briefly the export licensing process, and then come 

back to particular stages of the process and describe them in
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more detail. I have attached an application processing flow 

chart that may be helpful in giving an overview of the 

process.

Description of The Licensing Procees

Although an application to export a high technology item to 

a communist country may go through one or more special steps 

in addition to the routine processing stages, there is a basic 

structure to the process. The incoming application is numbered, 

examined to see if all the critical parts are present and 

complete, and the name* of the parties to the transaction 

checked against a list that includes known or suspected 

diverters of strategic goods. Approximately 200 applications 

for validated licenses for all destinations are, on the 

average, received daily, approximately 90-95* of which cover 

high technology items. Applications next make a brief stop 

for data entry into the Office's computer system, and then 

are sent to a technician in one of the three cownodity 

licensing divisions: Computer*, Electronics, and Capital 

Goods and Production Materials Divisions.

The technician reviews the application, concentrating on 

the function and uses of the equipment, its level of 

sophistication, its normal pattern of military/civilian 

uses in the U.S. and in the country of destination, the

69-300 0-76-9
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unrestricted availability of comparable equipment elsewhere, 

the suitability of the equipment for the proposed end-use, 

known activities of the and-user, the likelihood of diversion 

from the stated end-use to less acceptable uses, and the 

economic/commercial implications of the transaction for the 

U.S. If the licensing officer is not sufficiently familiar 

with the end-v"=dr, the technician may refer the application 

to the Export Information Division, or seek background from 

intelligence sources. It may be necessary during the course 

of this analysis to consult informally with technicians in 

other agencies. Tht technical specifications of the equip 

ment and the transaction in general are evaluated against 

established guidelines to determine the extent of further 

review required. With the exception of a limited number 

of cases involving communist countries that are decided 

at this point in the licensing division, the technician/ 

licensing officer documents his analysis of the application 

and forwards it with the application to the Policy Planning 

Division for coordinating general office policy and for 

consultation with other agencies and governments involved 

with export controls as appropriate. An application may be 

acted upon by this Division on the basis of agreed inter- 

agency guidelines, referred to one or more advisory agencies 

for their individual comments and recommendations, or
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discussed formally in an interagency committee, depending on 

the degree of concern the agencies have over export of the 

particular equipment. The case moves to a higher level only 

when there is disagreement among agencies at the senior staff 

level. I will discuss interaction among the various advisory 

agencies in more detail later in my statement.

If we and our advisor agencies agree that a transaction 

involving an item or technology on the international (COCOM) 

list, should be approved, details of the proposed transaction 

in most cases must be submitted to COCOM as an exception to 

the embargo and the concurrence of the 14 other member 

governments sought. Only after unanimous agreement in 

COCOM is the application approved for licensing.

In the event an application is rejected (less than 1% of 

total receipts in 1975), the applicant has the right to 

appeal to the Assistant Secretary for Domestic and Inter 

national Business. Upon receipt of an appeal, the Assistant 

Secretary's Appeals Advisor forwards it to the Appeals

Coordinator in OEA for conments and evaluation. The denial 

action and any new information supplied by the appellant are 

reexamined by the technical staff in OEA and its documented 

findings reviewed by the Coordinator. Our advisory agencies
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may be consulted if appropriate. The OEA memorandum of 

findings along with the supporting file is transmitted to 

the Assistant Secretary's Appeals Advisor, who makes the 

memorandum and unclassified portion of the file available 

to the appellant and affordshim the opportunity to respond 

within 30 days. Following, this, the Appeals Advisor submits 

his recommendation to the Assistant Secretary. If the 

Assistant Secretary confirms the original rejection action, 

the appellant is fully informed of the reasons therefor, to 

the extent permitted by national security considerations.

This system permits expedited handling of an appeal because 

it is an informal process and does not oblige the appellant 

to employ counsel to represent him in a hearing. Further, 

unlike a hearing under the Administrative Procedure Act, 

the consideration of an appeal can deal with policy as 

well as procedure. Thus, it represents a faster, less 

expensive, and more comprehensive review.
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INTERAGENCY CONSULTATION

In describing the licensing process, I mentioned the 

interagency consultation process briefly but did not review 

in detail the complexities of the system in order to avoid 

losing sight of the overall processing flow. I would like 

to return now to this important element in the Department's 

process of determining what shall be controlled and the 

extent to which exports shall be limited. Section 5 (A) of the 

Export Administration Act obliges the Department to seek 

information and advice on these subjects from the several 

executive departments and agencies concerned with aspects 

of our domestic and foreign policies and operations having 

an important bearing on exports. Pursuant to this, we 

consulted the Department of Defense on a number of selected 

items of particular concern to them. Section 709 of the 

Department of Defense Appropriation Act of 1975, which 

was passed in August 1974, required the Department of 

Commerce to refer to the Department of Defense all 

applications for licenses to export goods or technology 

to communist destinations. (

On October 29, 1974, the Export Administration Act was 

amended and Section 4(h) mandated a Defense Department 

review of export license applications for all communist 

countries (including Yugoslavia), but, in contrast to the
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Department of Defense Appropriation Act, authorized the 

Secretary of Defense, in consultation with the Department 

of Commerce, to determine the types and categories of 

transactions to be reviewed. During the early part of 

1975 the Defense Department reaffirmed the majority of 

the previously agreed licensing delegations under which 

the Departme.it of Commerce could act on license applications 

without Defense Department review on a case-by-case basis. 

More recently a similar delegation respecting computers 

was up-dated and broadened and additional delegations are 

under consideration. In 1975, 686 applications were 

formally referred to the Department of Defense under 

Section 4(h) and all were approved.

Consultation with other agencies is generally undertaken 

both informally through day to day contact, and formally 

through a system of inter-agency committees at different 

administrative levels. At the senior staff level, there 

is an Operating Committee chaired by Commerce that meets 

weekly to discuss export control policy problems and 

significant individual transactions. Commerce, Defense, 

State, Treasury, the National Aeronautics and Space Administra 

tion, and the Energy Research and Development Administration 

are regular members, and CIA a regular adviser.

Interage.icy policy differences that cannot be resolved 

by the Operating Committee are referred to the D«puty
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Assistant Secretary level, and if necessary to the 

Assistant Secretary committee, the Advisory Committee on 

Export Policy (ACEP).

Continued" differences are referred to the Export 

Administration Review Board, consisting of the Secretary 

of Commerce, as chairman, and the Secretaries of State 

and Defense, and as of March 1, 1976, the Secretary of the Treas 

ury in his capacity as the chairman of the East-West Foreign 

Trade Board. Other concerned cabinet members are included in the 

deliberations as appropriate. Highly sensitive problems may 

ultimately be referred to the White House for final resolution.

All applications to export commodities to the communist 

countries are processed by the Department in accordance 

with procedures established in consultation with our 

advisory agencies. Originally, when the level of trade 

was very low and the controls much more total in scope, 

other agencies would be consulted formally through the 

interagency committee structure on each application. 

Over the years, however, we have established with our 

advisors guidelines for approval or rejection of 

applications, covering a wide variety of commodities, 

without the necessity of seeking specific interagency 

advice on each proposed transaction. In 1975, 1,325 

applications of a total of 3,451 communist country cases 

were acted upon (approved or denied) by OEA under such
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guidelines. Although this process has shortened what 

otherwise would have necome a really prolonged processing 

time and relieved some of the burden on the committee 

structure in several commodity areas, a substantial 

number of individual applications for high technology 

items are still reviewed by the Operating Committee.

There is a heavy workload factor in documenting applications 

that must be reviewed by all the agencies participating 

in the Operating Committee deliberations.

The Operating Committee documentation includes, as a minimum, 

the following:

o A technical description of the commodities or

data involved arid the intended end use; 

o An evaluation of the strategic significance of

the proposed transaction; 

o Information on the foreign availability of

comparable commodities or data; 

o The licensing history of past applications for

like or similar commodities or data; and 

o A recommendation for approval or denial, and

the rationale supporting the recommendation.

Preparation of the documentation requires care and can be 

time consuming. Facts, not merely judgments, are needed 

and they may be hard to establish. Sources in the export
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trade or in other parts of the government must often be 

consulted on technical aspects.

The documentation for computers, for example, must 

include pages of detailed technical specifications and 

schematics of the proposed system so that the technicians 

of the other agencies can fully comprehend the proposal. 

We are preparing a new form for computers which should 

help in easing the documentation burden. The initial 

review in Commerce, or later, in the Operating Committee 

deliberations, may reveal that the computer system, as 

proposed for export by the applicant, creates serious 

strategic concerns, but that if certain modifications 

were made, the concerns would diminish. In such 

.\nstances, the applicant is consulted to see if the 

modifications would be acceptable to him and still meet 

his customer's needs. This enquiry may be drawn out, 

inasmuch as communication with the customer often must 

involve the applicant's sales force abroad.

Once the documentation on any given transaction is 

completed, the case is put before the Operating Committee 

agencies and their advice sought. This advice and the 

chairman's recommendations are forwarded to the Director 

of the Office of Export Administration for his decision 

or, in some instances, for referral to the Bureau
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Director for decision. If any agency objects to the 

proposed course of action, it is given full opportunity 

to appeal to a higher level. During 1975, 445 trans 

actions were submitted to the Operating Committee for 

formal review; eventually 272 were approved and 125 

were denied; 48 are still pending action.

Many of the applications that do not require formal 

Committee review still must be referred to one or more 

other agencies for advice, usually the Department of 

Defense, but sometimes State, ERDA, NASA, or CIA. While 

the documentation for these referrals is not as extensive 

as for an application formally reviewed by the Operating 

Committee, there still must be a memorandum setting 

forth the details of the transaction, policy considerations, 

previous approvals, end-use and end-user information, 

and extensive technical information. If an advisory 

agency has problems with the transaction, it can request 

formal review by the Operating Committee. In 1975, 995 

applications were referred to one or more agencies and 

approved under this less formal procedure.
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When Section 4(h) was inserted into the Export Adminis 

tration Act in 1974 it added applications for export to 

Yugoslavia to those requiring referral to the Department 

of Defense. During 1975, 83 applications to export to 

Yugoslavia were processed under existing delegations of 

authority and 416 were referred to Defense. Recommendations 

for approval were received on all but 44, which present 

special problems or are still pending DOD analysis and 

concurrence in the proposed actions.

COCOM

To complete the picture of the consultation process, let 

c? describe briefly the international controls administered

through the Coordinating Committee, or COCOM. COCOM is an 

informal, voluntary multinational organization formed in 1949 

to control exports of strategic commodities from member 

countries to communist countries. The nations establishing 

COCOM realized that effective controls required agreement by 

all major producing countries. The fifteen member countries 

are the United States, Belgium, Canada, Denmark, France, the 

Federal Republic of Germany, Italy, Japan, Luxembourg, the 

Netherlands, Norway, Portugal, the United Kingdom, Greece, 

and Turkey. Although the membership is closely parallel to 

that of NATO, COCOM is an independent organization.
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The COCOM embargo list consists of commodities that all membsr 

countries have accepted as their minimum level of control. 

Each country may control a broader list of products, if it 

wishes. The COCOM list is subject to periodic review and updating. 

Unanimous consent must be received before any list changes can 

take place. The most recent review began in October 1974 and 

continued through 1975. The final round of changes is now 

being assessed to determine what revisions should be made in 

the national control lists.

The determination of the U. S. position and the negotiations 

in Paris are the responsibility of the Department of State, 

but all the concerned agencies participate in both phases of 

the review.

Although the COCOM list identifies strategic' items to be 

embargoed, exceptions are made for specified transections. 

Exception requests for individual shipments may be presented 

to COCOM by member nations. If all members agree that the 

proposed export would not constitute a security risk, the 

transaction may be licensed and the export effected. Inasmuch 

as most high technology items are on the COCOM list, a large 

proportion of U. S. applications that we determine, after 

interagency consultation, warrant approval, must then be sent 

to the U. S. delegate to COCOM who is to present the case 

to that body. The information the delegate receives must
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then be transcribed into COCOM format, translated into French, 

and distributed. The other delegates must be given time to 

submit the proposal to their governments and review the 

presentation before a discussion is scheduled. If no questions 

are raised by the other delegates, this process takes approxi 

mately four weeks before the OEA is informed that a license 

can be issued. Occasionally, however, one or more of the 

participating country delegates will raise questions. These 

must then be transmitted to OEA; answers prepared and sent 

back; and again scheduled for another COCOM discussion. 

In such circumstances, months may pass before approval is 

agreed upon and license issued.

Some measure of the workload involved may be obtained from the 

fact that the United States presents more applications to 

COCOM for an exception to the international embargo than any 

other country. In 1972, 506 U. S. exception requests were 

presented, representing 36% of the total requests submitted 

by all member countries. This increased by 55% to 782 in 

1975. The following table sets rorth a summary of these data.



Year

1972

1973

1974

1975

U. S.

Number

506

519

567

782

CONSULT
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Exception Reguests
Percent of Requests by 
All Countries

36

38

41

44

'A"IO*T WITH INDUSTRY

In developing information that will permit us to make the proper 

decision on control and licensing, the Department consults 

extensively with industry. There currently are seven government- 

industry technical advisory committees, established pursuant to 

the 1972 amendments to the Export Administration Act. In 

addition, individual firms are consulted on technical matters 

and foreign availability of commodities under licensing control. 

The formal technical advisory committees meet regularly and 

the members have been cleared for access to security classified 

information so that they can make a maximum contribution. 

The industry members were chosen from firms, large and small, 

affected by our controls,but the industry members serve as 

individuals, not as company representatives. They were chosen 

for their technical knowledge and bring that expertise to their 

respective committees. By their charters, the Committees 

serve strictly in an advisory capacity to the Department. 

Their reports receive the most serious consideration, but the 

final judgement on the issues is and musx be reserved to the 

government.
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Prior to discussion of certain commodity areas in the 

recent COCOM list review, a number of the committees 

submitted reports on their findings and made recommendations 

respecting control levels. Although the government could 

not in every instance agree with the national security 

evaluations of the committees, their technical evaluations 

and findings respecting foreign availability were in many 

instances very useful in the formulation of the U.S. position 

in COCOM.

LICENSING CRITERIA

I shall turn now to the criteria used in deciding whether to ap 

prove or reject an application for export of a high technology

item. In considering applications for free world destinations, 

the main consideration is whether or not the commodity is 

likely to be diverted to a proscribed destination. We consider 

the known reliability of the consignee, the use to which he 

intends to put the equipment, and the appropriateness of the 

equipment for that use. In reviewing applications to export 

to communist destinations, we examine such questions as:

a) What is the normal use in the U.S. and elsewhere 

in the free world?
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b) Is the item designed for military purposes? 

Is the intrinsic nature of the commodity or 

data such as to make it of significant use to 

the military? Is it currently used importantly 

by the military establishments in the West? 

In the country for which it is destined?

c) If the item has both military and civilian uses, 

is the intended end-use peaceful '.' n nature?

d) Is the prospective foreign end-user engaged in 

peaceful or military-oriented work?

e) Does the item incorporate advanced or unique

technology of strategic significance that could 

be extracted?

f) Is there a shortage of the item in the area of 

destination that affects the military potential?

g) Are comparable commodities or data available to 

the country of destination outside the U.S.? If 

COCOM controlled, are they available outside the 

COCOM countries?
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h) Would significant economic/coinmercial benefits 

flow to the U.S. from consumation of the 

transaction?

In determining the impact of a proposed export on the military 

capability of a communist country, we place strong reliance 

on the Department of Defense to supplement our own analysis. 

Technical and intelligence specialists throughout the military 

establishment contribute the advice and guidance.

They concentrate on the military needs and capabilities of 

the recipient country in assessing the likelihood of diversion 

of equipment or technology to military uses, and the effect 

of such diversion on our national security. Additionally, 

they make their own assessment of the activities of the 

proposed end user.

The effectiveness of controls is judged not by whether or not 

we prevent development of certain military capabilities in 

the communist countries, since they obviously have the 

know-how and resources to make significant advances on their 

own, given the time to do so. More realistically, we can 

exercise controls in such a manner that the develooment of

64-300 O - 7S - 10
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military capabilities is slowed substantially. Thus, it 

is by delaying military advances, not by seeking to prevent 

them, that we measure success.

The licensing considerations are focused primarily on 

national security, but such factors as foreign availability 

and economic benefit are not overlooked. The Act requires 

us to use export controls both to encourage trade and to 

restrict the export of goods and technology which would 

make a significant contribution to the military potential 

of any other nation or nations which would prove detrimental 

to the national security of the United States. In imple 

menting this section of the Act, we concentrate first on 

the less flexible factor, the impact on U.S. national security. 

Economic and foreign policy factors take on increasing 

importance as strategic factors diminish. We attempt to 

evaluate the significance of a major transaction to the U.S. 

domestic economy and to make our advisory agencies aware of 

the economic potential of such exports so they will have a 

balanced picture. Generally speaking, most transactions are 

relatively small in value, involving as they do a limited 

number of products.
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REDUCING ADMINISTRATIVE IMPACT OF CONTROL

I would like to turn now to the other major question that 

should be considered, and that is whether the licensing 

procedures I have just described, with their analyses, 

reviews, and consultations to assure sound judgments, can 

be and are being administered in such a way as to assure 

licensing decisions without excessive delay.

We received 52,107 applications in 1975, of which an 

estimated 90-95% were for high technology exports. In 1975, 

52,031 were acted on. Approvals totalled 45,523; rejections, 

341; and RWA's 6,167. These figures include foreign policy 

and short supply applications.

A study of all applications received during a two week period 

in October and November 1975 reveals that 85% were processed 

within ten days, and 90% within 20 days. The great majority 

of applications that required more than 20 days to process 

were for high technology products destined for communist 

countries. In this particular study, 35% of communist country 

applications were processed in 20 days, 54% in 60 days, and 

77% in 90 days.
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The most troublesome product lines include numerically 

controlled machine tools, semiconductor processing equipment, 

high strength materials, high tamperature polymers, nuclear 

related materials, computers, electronic testing and measuring 

equipment, magnetic recorders, and integrated circuits.

I have already discussed the complexities of our technical 

and policy reviews of these applications. A 1974 amendment 

to the Export Administration Act was aimed at processing all 

applications within 90 days. When difficult technical analysis. 

Operating Committee rev: w, and COCOM clearance are essential, 

that deadline can be difficult or impossible to meet. It would, 

of course, be inappropriate to resolve all complex, time- 

consuming questions by denial of the license application 

involved. This would mean that a number of transactions 

involving dual use commodities where the intended use is, in 

fact, in the civilian sector of a communist nation, coald not 

be consummated. Such action would needlessly deprive U.S. 

firms of business and would run counter to stated policy of the 

Act that trade is to be encouraged unless contrary to national 

security or foreign policy objectives.
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The Department is thus obligated to apply fully the 

criteria and policies of the law before either approving 

or denying the licensing of a proposed transaction. A 

decision to approve, arrived at in haste, would run the risk 

of authorizing an export that would adversely affect the 

national security of the United States. A decision to deny, 

arrived at in haste, would run the risk of needlessly 

restricting U.S. business.

The administrative burdens associated with the increasing 

complexity of applications for exports to Communist destinations 

including the increased need to communicate with and obtain 

the advice of other agencies, has fallen on a small group of 

technicians. These burdens have increased faster than the 

ability of the Department to recruit, and train additional 

technicians.

STEPS TAKEN TO REDUCE PROCESSING DELAYS

Set forth below are the steps that have been taken since 

1974,when Congress urged more expeditious handling of applicatioi 

or are being taken to reduce processing delays. Some of these 

have not been in effect 1, ough for their full effect to 

be felt.

a. The Department is making additional personnel 

available to the Office of Export Administration to
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handle the increased analytical, documentary, and other 

tasks associated with the interagency review of applications 

for export to communist countries. To provide the resources 

for the overall export control program, the Department is 

requesting $5.5 million for FY 1977.

b. A computerized retrieval program has been installed 

to provide a readily accessible source of essential infor 

mation describing U.S. license applications (approved, 

rejected, and pending) for installation of computer equip 

ment in communist countries. When fully operating, this 

program will eliminate much of the manual searching of 

files, and accompanying delay, that is presently required 

in order to obtain information basic to the making of licensing 

decisions.

c. Arrangements have been made with the National 

Bureau of Standards to utilize the services of its Institute 

for Computer Sciences in the review and analysis of computer 

export transactions that present special control policy 

problems and in the review of export controls over computers 

in general.

d. Various government-industry technical advisory 

committees, established under the provisions of Section 5 

of the Export Administration Act, have been requested
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to provide advice with respect to the Department's export 

licensing procedures, The Computer Systems Technical 

Advisory Committee has a formal subcommittee on licensing 

procedures that, among other things, is studying 

means to facilitate the presentation to the Department of 

technical details concerning proposed exports of computer 

systems to Communist destinations. Other technical advisory 

committees, while they have not established formal subcommittee 

on this subject, are expected to respond to the request for 

advice on licensing procedures in th^-ir formal reports to the 

Department.

e. A new tracking and status retrieval system has been 

devised to show the current processing status of each pending 

application, thereby giving management a tool to use in 

identifying those applications that are not being processed 

in a timely manner.

f. A new position, Special Assistant to the Director, 

Office of Export Administration, has been established to 

provide the Director with the means to identify problem cases, 

to anticipate delays in their processing, and to take 

preventive action.

g. A concerted effort was made in the month of February 

through extensive overtime to reduce the backlog of aging 

applications. In late January we had 683 applications over 30 

days old; 200 of these were awaiting or undergoing technical
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review in the licensing divisions and the balance were in 

the later stages of processing: undergoing interagency 

consultation or in COCOM. A month later, the total was 

reduced to 569; but more important, in that month the 

licensing divisions had completed their analysis of 165 of 

the 200 cases they had held at the outset. This effort 

moved a heavy volume of applications to the Policy Planning 

Division and from there most of them have gone into various 

stages of clearance with other agencies, the Operating 

Committee, or COCOM. I am confident that this bulge in 

the end of the pipeline will be reduced. The additional 

resources and operational changes being infused into the 

Office of Export Administration should assure that a backlog 

situation does not recur.

h. In cooperation with Departmental management 

specialists a special task group has studied the paper flow 

and a computer specialist has been detailed tc examine data 

processing support. As a result of their recommendations 

and our own evaluations, a number of changes have been made. 

The Technical Data Division has been disbanded, with its 

activities to be integrated into the commodity licensing 

divisions. The former director of that division remains 

on the staff of the Office Director to deal with international 

technical exchanges. The Scientific & Electronic Equipment 

Division, which had grown to an unwieldy size, has been split
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into two divisions, one for Computers and the other for 

Electronics.

i. Consultation is continuing with the Department of 

Defense with the objective of reducing still further the 

types and categories of transactions that need be referred 

to that agency for review. The possibilities for expediting 

consultation with other agencies are also being explored.

j. An informal working group, at the Deputy Assistant 

Secretary level, has been formed to deal with polirv issues 

related to export license applications and other matters that 

cannot be resolved at the senior staff (Operating Committee) 

level. The objective is to obtain a more rapid resolution 

of interagency differences than could be obtained by the 

scheduling of a formal Advisory Committee on Export Policy 

(ACEP) meeting.

In addition co processing delays, which is the 

single most significant problem at present, there are other 

aspects of our controls that trouble the exporting community. 

I shall touch briefly on some of these.

Complaints are made about the lack of clarity of 

our control list and the consequent difficulty of determining 

whether a license is or is not required for certain comitioditie 

Our Commodity Control List is based on the Census Schedule B 

as a convenience for exporters. We believe it is complete 

and informative. At the same time, we recognize that some



148

30

exporters, particularly those dealing in sophisticated 

electronic products, have difficulties in locating their 

commodities on the list and ascertaining the licensing 

requirements. We are exploring ways of introducing more 

details without making our list excessively long and cumbersome 

and plan to consult our technical advisory committees on the 

problem.

I should also note the problem of meeting exporters 

needs for the guidelines as to the likelihood that licenses 

will be granted for their products. The likelihood of 

approving or rejecting a specific application has continually 

posed difficulties for the OEA because no decision is made 

on the specifications of the commodity alone. Our decision 

depends on the end use and end-user, intelligence information, 

and other variables that could not be incorporated into 

overall guidelines. To advise a firm definitively as to the 

likelihood of a. specific transaction being approved would take 

as much time and as much review as an actual application. We do 

give advisory opinions based on previous experience with similar
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commodities, but these opinions are not commitments and 

must be carefully couched, with caveats to assure that the 

exporter does not place excessive reliance on this pre 

liminary advice and act imprudently. This best that we 

can do is all too often inadequate for the exporter's 

purposes.

CONCLUSION

I have attempted to give you a detailed overview of our 

national security controls and licensing procedures, and 

a notion of some of the problems involved in administrating 

export controls. There are, of course, difficulties 

inherent in serving a number of differing policy objectives. 

National security, foreign policy, and economic considerations 

may all be involved to varying deg'rees in our review of a 

specific export transaction. In the process of reaching a 

licensing decision, all three will be taken into account. 

As I noted earlier, we place primary emphasis on national 

security. When this factor is relatively marginal, and 

foreign policy and economic considerations are significant, 

the latter may well predominate.
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The control system is not a mechanism which yields results 

that can be measured with precision. Licensing judgments 

must generally be made on the basis of imperfect information, 

particularly as it relates to the state of technological 

development in the communist countries. The degree to 

which a transaction, if consummated, would contribute to 

the military potential of the communist country involved 

is, of course, a matter of judgment. Correspondingly, the 

effect of our controls in delaying the development of a 

specific military-system or the military potential of a 

country in the broad sense cannot be measured with any 

certainty. We and our advisor agencies know that there

is a technology gap between the West and the communist
*

countries in commodity areas that are critical to a 

modern military machine, computers and integrated circuits, 

for example. We believe our export controls have served 

to delay the closing of that gap and to this extent have 

retarded the development of the military capabilities of 

our potential adversaries. For this reason, I believe 

that our control system is adequate to achieve the national 

security objectives of the Export Administration Act.
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We are making every effort to ensure that the controls 

are being administered in such a way as to minimize the 

adverse impact on US. economic interests consistent with 

national security considerations. I have noted some of 

the problems we encounter and have gone into some detail 

as to what we have done and are doing to deal with the 

problem of delays in processing license applications. 

I believe we are well on the road to resolving this 

administrative difficulty. Others will likely develop in 

the future, since the control program is a dynamic process 

that must reflect constantly changing world relationships 

and advancing technology. But we are committed to deal 

promptly and vigorously with administrative problems that 

arise.

The Department does not believe that major changes in our 

governing statute are necessary to the achievement of the 

policy objectives of the Export Administration Act. We 

currently have under consideration the adequacy of the 

penalties provided by the Act.
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Senator STEVENSON. Thank you, Mr. Downey.
I think we will continue with the rest of the panel and then come 

back for questions.

STATEMENT OF ROGER E. SHIELDS, DEPUTY ASSISTANT SECRE 
TARY, INTERNATIONAL ECONOMIC AFFAIRS, DEPARTMENT OF 
DEFENSE

Mr. SHIELDS. Thank you very much, Mr. Chairman.
I am very pleased to have this opportunity to appear before this 

subcommittee today regarding export licensing of advanced tech 
nology under the national security control provisions of the Export 
Administration Act and related statutes.

At the outset, let me say that the Department of Defense is not 
opposed to peaceful trade nor to the expansion of commercial and 
economic ties with countries in the Communist world. Our sole concern 
and care is for the national security aspects of this traffic.

As you know, the responsibilities of the Secretary of Defense in 
export control matters, which have long been implicit in U.S. export 
legislation, were explicitly set forth in the Export Administration 
Amendments of 1974 which went into effect on October 29 of that year. 
Section 4(h) authorizes the Secretary of Defense to review any pro 
posed export of goods or technology to a controlled country and to 
determine whether the export of such goods or technology will signifi 
cantly increase the military capability of such country. In addition, 
under subsection (2) the Secretary of Defense is required to deter 
mine, in consultation with the export control office, to which export 
licensing requests are made, the types and categories of transactions 
which should he reviewed by him.

During the period 1949-74, the Secretary of Defense had arranged 
with Commerce for the processing of certain classes of proposed ex 
ports without Defense consultation and clearance. In response to sub 
section (2) these arrangements—some 63 in all—were suspended in 
order to make a fresh determination of whether the commodities and 
technology involved possessed sufficient strategic significance in the 
light of today's circumstances to warrant review by the Secretary of 
Defense of export transactions in which they are included.

For a time, then, after the enactment of section 4(h), Defense exam 
ined all export applications to controlled countries—Commerce re 
ceives between 5,000 and 6,000 cases per year—while conducting an 
intensive review of the previous arrangements to determine to what 
extent they could be renewed. As a result of this effort, in which 
Defense analysts from the Services, the intelligence agencies, and OSD



components participated, it was determined that, with a few excep 
tions, all of the delegations of authority could be restored to Commerce 
without detriment to the national security.

Accordingly, the Department of Defense now reviews some 2,200 
Commerce license applications annually, predominantly involving ex 
ports to controlled countries but also including some for the free world, 
only a small fraction of which are turned down.

Because it is often alleged, and sometimes believed, that Defense 
pursues dilatory tactics in handling export cases where national secu 
rity is involved, let me give you some idea of our processing time. Our 
records show that during the period of July 1 to December 31, 1975, 
Defense received 1,558 export license cases. We have prepared a tabu 
lation of our response time which you may wish to include in the rec 
ord. It shows that action on 68 percent of these cases was completed in 
5 working days, on 77 percent in 10 working days, and on 90 percent 
in 30 working days. Only 11 cases, or a fraction of 1 percent of those 
acted upon, took more than 90 days.

Senator STEVENSON. The tabulation will be entered in the record.
Mr. SHIELDS. Thank you, Mr. Chairman.
[The complete statement of Mr. Shields follows:]
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Mr. Chairman and distinguished members of the Sub 

committee, I an pleased to have the opportunity to appear 

before the Subcommittee on International Finance to express 

the views of the Department of Defense regarding export 

licensing of advanced technology under the national security 

control provisions of the Export Administration Act and 

related statutes.

At the outset, let me say that the Department of 

Defense is not opposed to peaceful trade nor to the 

expansion of commercial and economic ties with countries 

in the Communist world., Our sole concern and care is for 

the national security aspects of this traffic.

As you know, the responsibilities of the Secretary 

of Defense in export control matters, which have long

19-JOU O - 71 - 11
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been implicit in U.S. export legislation, were explicitly 

set forth in the Export Administration Amendments of 1974 

which went into effect on October 29th of that year. 

Section 4(h) authorizes the Secretary of Defense to review 

any proposed export of goods or technology to a controlled 

country and to determine whether the export of such goods 

or technology will significantly increase the military 

capability of such country. In addition, under Sub 

section (2) the Secretary of Defense is required to 

determine, in consultation with the export control office 

to which licensing requests are made, the types and 

categories of transactions which should be reviewed by 

him.

During the period 1949-1974 ths Secretary of Defense 

had arranged with Commerce for the processing of certain 

classes of proposed exports without Defense consultation 

and clearance. In response to Subsection (2) these 

arrangements -- some 63 in all -- were suspended in order 

to make a fresh determination of whether the commodities
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and technology involved possessed sufficient strategic 

significance in the light of today's circumstances to war 

rant review by the Secretary of Defense of export trans 

actions in which they are included.

For a time, then, after the enactment of Section 4(h), 

Defense examined all export applications to controlled 

countries (Commerce receives between 5,000 and 6,000 cases 

per year) while conducting an intensive review of the previous 

arrangements to determine to what extent they could be 

renewed. As a result, of this effort, in which Defense 

analysts from the Services, the intelligence agencies, and 

OSD components participated, it was determined that, with a 

few exceptions, all of the delegations of authority could 

be restored to Commerce without detriment to the national 

security.

Accordingly, the Department of Defense now reviews some 

2200 Commerce license applications annually, predominantly 

involving exports to controlled countries but also including 

some for the free World, only a small fraction of which are 

turned down.
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Because it it often alleged, and sometimes believed, 

that Defense pursue* dilatory tactici in handling export 

caitt whir* national security in involved, let m* give you 

 om« idta of our processing tint. Our records show that 

during th« period 1 July to 31 December 1975, Defense receivta 

15S8 export license cases. We have prepared a tabulation of 

our response time which you may wish to Include in the 

record. It shows that action on 68* of these cases was 

completed in S working days, on 771 in 10 working days and 

on 90t in 30 working days. Only 11 cases, or a fraction of 

II of those acted upon, took more than 90 days.

Another common assertion is that Defense, by reason of 

parochial and outmoded views, blocks a great number of trans 

actions. The record shows that of the 15S8 cases I have just 

referred to, Defense recommended or concurred in Commerce's 

recommendation of denial in only 74, or less than St. I think 

I should point out that all of these 1SS8 cases -- not just 

the 74 on which we recommended denial -  involved items of 

military significance. Otherwise an evaluation by Defense 

would not have been required.

We do, of course, have some problems. One has been ths 

resolution of the massive number of licensing applications 

involving the export of computers systems and components to
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controlltd countriti. Thii problem has plagued intsrsgoncy 

 xport control deliberations for thi lut four years because 

at that time we war* unable to agree inongit ourselves, and 

consequently with our COCOM alliit, on embargo parameters.

A Whit* House directed study subsequently resolved many 

of the policy issues,ind agreement has been reached with our 

allies in the recently completed COCOM List Review. This 

agreement has made possible the working out of arrangements 

with Commerce for processing a number of classes of computer 

cases without referral to Defense. As a result, the logjam of 

cases involving computers is being broken and reduced to 

manageable proportions.

Our Strategic Trade office in ISA participates in both 

Commerce and State Department-chaired interdapartmental 

coordinating committees involved in the high technology 

licensing process with particular emphasis on exports to 

controlled countries. A senior staff officer participates 

in the interagency Advisory Committee on Export Policy's 

Operating Committee wh.'.ch meets on a weekly basis to handle 

significant and controversial export applications requiring 

U.S. licenses. To prepare for these meetings, he reviews
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extensive doruiientation on proposed exports of commodities 

or technology which are prepared by Commerce analysts. He 

disseminates them as appropriate to Service and OSD 

technical and intelligence specialists for evaluation 

before arriving at a Defense policy determination. In 

significant landmark cases, such as proposed exports of 

computerized seismic systems for oil exploration purposes, 

he would seek the direction of higher Defense echelons 

before presenting the department's position in the 

Operating Committee. Another senior staff officer is 

the Defense Department's member of Working Group 1 of 

the Economic Defense Advisory Committee,and he performs 

similar functions regarding those cases requiring COCOM 

licensing action. In addition, analysts from Defense 

participate in the Technical Advisory Committees, which 

are set up by statute to examine and make studies and 

recommendations regarding export of equipment and tech 

nology associated with such items as machine tools, com 

puters, semi-conductors, and telecommunications.
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The fundamental criterion employed by the Department 

of Defense in making licensing recommendations is whether 

the export of the goods or technology being considered 

will significantly increase the military capability of a 

controlled country. By definition, the items on the 

embargo list, which has been compiled on the basis of the 

judgments of technical experts, are of significant 

military value. But they are different from items on 

the munitions list in that they also have legitimate

civilian uses. Large computers is one obvious example.
 

They have, in short, a dual nature which is why classifying 

them in terms of some intrinsic quality is virtually 

impossible. Our problem, therefore, is to judge the extent 

to Which a given export is likely to be put to military 

use and how significant such use would be.
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In making our judgments, we consider the previous 

licensing history of the commodity to controlled countries, 

note the stated end-use in the particular case, and obtain 

an intelligence evaluation of the activities and products 

of the end-user. In addition we seek to determine the 

answers to a number of specific qu«"" 4 ?r._. Among them are t.te 

following:

1. Is the stated end-use reasonable and appropriate?

2. If this item is sold to the country of destination,

is it likely to be diverted from the stated civil end-use to an
  

application in their military programs or shipped to another

country for a military end-use?

3. Does the item contain extractable technology (i.e., 

reverse engineering potential) which would be significant for 

military or military-supporting production in the country of 

destination?

4. In order to make the transaction viable, will it 

require extensive training of the recipient's personnel or 

disclosure of technical information which would in themselves 

be of military significance?
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To help us answer these questions, we call upon the 

expertise of a large number of highly trained and 

knowledgeable technical and intelligence specialists 

throughout the government.

The underlying concern w» have in all cases is whether 

a commodity purchased for a presumably peaceful end-use 

is likely to be diverted to a military purpose and, if 

so, how detrimental to our security that diversion would be,

It is at this point in the process that we are con 

fronted with a number of inescapable realities which out 

side critics tend to ignore. In the first place, 

there is the problem of uncertainty. Our knowledge of 

what goes on in the Soviet Union is not as precise or 

complete as we could wish. Consequently, in all of our 

judgments about the likely end-use of   given strategic 

item there is room for error.
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Recognizing this fact, a second reality is that the 

potential cost to the U.S. of a mistaken judgment varies 

considerably depending on the direction in which it is made. 

If, for example, we err on the side of being too restrictive, 

whatever the impact on the prospective vendor, the loss to 

the U.S. economy cannot in any case be very great for the 

simple reason that factors other than export controls on 

strategic items -- such as a Soviet shortage of hard 

currency -- impose the significant limits on increased 

U.S. trade with the Soviets. If, on the other hand, we should 

err on the side of relaxing controls in a way which enhanced 

Soviet strategic capabilities, the price in subsequently 

increased defense costs and greater security risks could be 

very large.

A third reality is that errors made on the side of being 

too restrictive can be easily and instantly corrected when 

ever the error is discovered. All we have to do is reverse 

our position and there will be no resistance to the change. 

By contrast, as experience has shown particularly with inter 

national controls, once an item has been decontrolled even if 

in error, it is impossible to get it re-embargoed.
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A fourt'i reality is that asking how much an individual 

export will adversely affect our security -- as recommended 

by the Murphy Commission st'-^v -- is the wrong question. It 

is fi-iiciful to suggest that one strategic commodity could 

have overwhelming importance by itself. Indeed, we would 

be prepared to stipulate that there is probably not an item 

on the embargo list which if exported in one isolated trans 

action to the Soviet Union and used by them for military pur 

poses would, by itself, represent a disaster for our national 

security. But in the world of export control, where every 

release is seized upon by other vendors or by other countries 

as a precedent for seeking equivalent releases, there is no 

such thing as an isolated case any more than there is an 

isolated stone in a dike.

Theoretically, every transaction must be dealt with on 

its merits; but the cumulative impact of a number of trans 

actions must also be weighed and, as we consider in each case 

those transactions which have preceded it, so we must also 

concern ourselves with those consequences which, based on 

experience, .ve know are certain to follow.

All of these problems are especially severe where tech 

nology transfers are concerned. To estimate the potential 

impact of an export of technology is much more difficult
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than to aiiMi tht importance of exporting a finilhed product.

Where a piece of hardware it concerned, we usually have a fair 

chance of determining that it went to its intended deitination. 

Should diversim be detected we can reduce iti value by ihutting 

off follow-or. spares, and we can exercii* the additional lanction 

of refuting to make any further shipments of similar equipment. 

Even if we occasionally judge incorrectly, the damage to our 

security tends to be limited if only because machines and 

equipment have a finite utility and a finite useful life. This 

is not so with technology. We cannot be assured of the uses 

to which its end products will be put; we cannot recall It; nor 

is it necessarily a wasting asset.

A further complication is the fact that the transfer of 

technology takes place in a number of different ways and that 

the amount of significant information which can be transferred 

varies in each case. At one end of the scale is simple visual 

inspection of, or access to, an item of hardware. At the other 

end would be the transfer of a partial o? complete turnkey 

production facility. Between these extremes are other means 

such as oral communications, descriptive documents, engineering 

and manufacturing drawings, training of personnel, technical 

and management assistance, specialised tooling and test equip 

ment, assistance in R«D and production, and the like.
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Prom   military standpoint, tht technology of signifi-
« 

cance ii principally that involved in the design, develop-

  nt, production and operation of military and military- 

supporting induitrial equipment, It ii, moreover, the tech 

nology of the factory more than the technology of the liberator; 

the knowhow born of experience rather than the knowledge arrive*

 t by theorising, which la the focui of our interest.

This br'ngi us to the question of what constitutes effec 

tive export controls. Permanent prevention of the acquisition 

by Communist countries of any particular military capability 

cannot be and is not our goal. Any country with the brains, th< 

resources, and the will to do so can, over time, acquire any 

weapon or military capability it chooses. There is little we 

can do to prevent it, and to make such an attempt would be 

wholly unrealistic. However, v« can, through the judicious use 

of export controls, retard the achievement by countries hostile 

to us of military capabilities which wculd be detrimental to 

our security. Thus delay is the measure of success. So 

viewed, our security trade controls have proved to be highly 

effective, particularly in the area of production capabilities.

We currently have a clear margin of advantage over the 

Soviets in this regard, and in a number of militarily significan
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technologies the margin is measured in years. In terms of our 

national security the Result is that the Soviets have less 

accurate, less reliable, more vulnerable and more costly 

weapons systems. Much of this advantage would be reduced,if 

not eliminated,were it mot for the existence of export 

controls.

Mr. Chairman, to the extent that we and our Allies main 

tain careful control: ever the export to the Soviets and their 

Allies of this and other technology of military significance, 

we are retarding the growth of Warsaw Pact and PRC military 

capabilities, contributing to the success of our deterrent 

strategy, and reducing the expenditures we must make for our 

defense.
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DOD RESPONSE TIME

FOR

DOMESTIC TRADE CONTROL CASES 

RECEIVED .DURING JULY - DECEMBER 1975

Accumulative
Response Ti«e Nunber of Cases Number of 
(Work Days) Completed Completed Cases Percent

* 730
2 124 854 55
3 57 911 58
I 78 989 63
e 78 1067 68
6 57 1124 72
? 30 1154 74
8 25 1179 76
9 21 1200 77
10-14 71 1271 82
15-19 66 . 1337 86
20-24 45 1382 89
25-29 25 1407 90
g.g 93 1500 96

" * \l rll 9890 - 11 1=28 98

Pending 27 1555 *S.

Withdraw 3 1558 100
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Mr. SHIELDS. Another common assertion is that Defense by reason of 
parochial and outmoded views, blocks a great number of transactions. 
The record shows that of the 1,558 cases I have just referred to, De 
fense recommended or concurred in Commerce's recommendation of 
denial in only 74, or less than 5 percent. I think I should point out that 
all of these 1,558 cases—not just the 74 on which we recommended de 
nial—involved items of military significance. Otherwise an evaluation 
by Defense would not have be«n required.

We do, of course, have some problems. One has been the resolution 
of the massive number of licensing applications involving the export 
of computers systems and components to controlled countries. This 
problem has plagued interagency export control deliberations for the 
last 4 years because at that time we were unable to agree amongst our 
selves, and consequently with our COCO1*! allies, on embargo param 
eters.

A White House directed study subsequently resolved many of the 
policy issues, and agreement has been reached with our allies in the re 
cently completed COCOM List Review. This agreement has made pos 
sible the working out of arrangements with Commerce for processing a 
number of classes of computer cases without referral to Defense. As 
a result, the logjam of cases involving computers is being broken and 
reduced to manageable proportions.

Mr. Chairman, if you like, I could continue on with the complete 
statement but, if you prefer, in the interest of time I can summarize.

Senator STEVENSON. Let's summarize and the full statement wilt be 
entered in the record.

Mr. SHIELDS. The fundamental criterion employed by the Depait- 
ment of Defense in making licensing recommendations is whether the 
export of the goods or technology being considered will significantly 
increase the military capability of a controlled country. By definition, 
the items on the embargo list, which has been compiled on the basis of 
the judgments of technical experts, are of significant military value. 
But they are different from items on the munitions list in that they 
also have legitimate civilian uses. Large computers is one obvious ex 
ample. They have, in short, a dual nature which is why classifying 
them in terms of some intrinsic quality is virtually impossible. Our 
problem, therefore, is to judge the extent to which a given export is 
likely to be put to military use and how significant such use would be.

In making our judgments, we consider the previous licensing his 
tory of the commodity to controller countries, note the stated end-use 
in the particular case, and obtain an intelligence evaluation of the 
activities and products of the end-user. In addition we seek to deter 
mine the answers to a number of specific questions. Among them are 
the following:

1. Is the stated end-use reasonable and appropriate ?
2. If this item is sold to the country of destination, is it likely to be 

diverted from the stated civil end-use to an application in their mili 
tary programs or-shipped to another country for a military end-use?

3. Does th& item contain extroctable tchnplogy—that is. reverse 
entjineering potential—which would be significant for military or 
military-supporting production in the country of destination ?

4. In order to make the transaction viable, will it reouire extensive 
training of the recipient's personnel or disclosure of technical in 
formation which would in themselves be of military significance?

88-300 O - •>' • 12
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To help us answer these questions, we call upon the expertise of a 
large number of highly trained and knowledgeable technical and in 
telligence specialists throughout the Government.

The underlying concern we have in all cases is whether a com 
modity purchased for a presumably peaceful end-use is likely to be 
diverted to a military purpose and, if so, how detrimental to our 
security that diversion would be.

It is at this point in the process that we are confronted with a 
number of inescapable realities which outside critics tend to ignore. 
In the first place, there is the problem of uncertainty. Our knowledge 
of what goes on in the Soviet Union is not as precise or complete as 
we could wish. Consequently, in all of our judgments about the likely 
end-use of a given strategic item there is room for error.

Another reality is that asking how much an individual export will 
adversely affect our security—as recommended by the Murphy Com 
mission study—is the wrong question. It is fanciful to suggest that 
one strategic commodity could have overwhelming importance by 
itself. Indeed, we would be prepared to stipulate that there is prob 
ably not an item on the embargo list which if exported in one isolated 
transaction to the Soviet Union and used by them for military pur 
poses would, by itself, represent a disaster for our national security. 
But in the world of export control, where every release is seized upon 
by other vendors or by other countries as a precedent for seeking 
equivalent releases, there is no such thing as an isolated case any 
more than there is an isolated stone in a dike.

All of these problems are especially severe where technology trans 
fers are concerned. To estimate the potential impact of an export of 
technology is much more difficult than to assess the importance of 
exporting a finished product. Where a piece of hardware is concerned, 
we usually have a fair chance of detcnumlng that it \ve;.l to its in 
tended destination. Should diversion be detected we can reduce 
its value by shutting off follow-on spares, and we can exercise the 
additional sanction of refusing to make any further shipments of 
similar equipment. Even if we occasionally judge incorrectly, the 
damage to our security tends to be limited if only because machines 
and equipment have a finite utility and a finite useful life. This is 
not so with technology. We cannot be assured of the uses to which 
its end products will be put; we cannot recall it; nor is it necessarily 
a wasting asset.

This brings us to the question of what constitutes effective export 
controls. Permanent prevention of the acquisition by Communist 
countries of any particular military capability cannot be and is not 
our goal. Any country with the brains, the resources, and the will to 
do so can. over time, acquire any weapon or military capability it 
chooses. There is little we can do to prevent it, and to make such an 
attempt would be wholly unrealistic. However, we can. through the 
judicious use of export controls, retard the achievement by countries 
hostile to us of military capabilities which would be detrimental to 
our security. Thus, delay is the measure of success. So viewed, our 
security trade controls have proved to be highly effective, particularly 
in the area of production capabilities.

We currently have a clear margin of advantage over the Soviets 
in this regard, and in a number of militarily significant technologies
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the margin is measured in years. In terms of our national security 
the result is that the Soviets have less accurate, less reliable, more 
vulnerable, and more costly weapons systems. Much of this advantage 
would be reduced, if not eliminated, were it not for the existence of 
export controls.

Mr. Chairman, to the extent that we and our all : es maintain care 
ful controls over the export to the Soviets and their allies of this and 
other technology of military significance, we are retarding the growth 
of Warsaw Pact and People's Republic of China military capabilities, 
contributing to the success of deterrent strategy, and reducing the 
expenditures we must make for our defense.

I'd be happy to answer any questions you may have, Mr. Chairman.
Senator STEVENSOX. Thank you, Mr. Shields. We will come back 

with questions.

STATEMENT OF MAYNARD W. GIITMAN, DEPUTY ASSISTANT SEC 
RETARY, INTERNATIONAL TRADE POLICY, DEPARTMENT OF 
STATE

Mr. GUTMAX. Thank you, Mr. Chairman.
Mr. Chairman, I would like to rev':°w briefly the activities and 

duties of the Department of State as they relate, to the application of 
export controls under the Export Administration Act, the Mutual 
Defense Assistance Control Act (Battle Act), and other relevant 
legislation. These activities are carried out on both the national and 
the international level.

On the national level the Department of State participates in the 
formulation of U.S. policy and decisionmaking in the area of export
ortnffrtle ir» fV»« irrtfirina ^/\mr^if iooC! onf iir» ff\r tV»io TMi**rvr*o/» ^1^^ *^"^J^-

cipal of these is the Advisory Committee on Export Policy (ACEP) 
chaired by the Department of Commerce, its working level commit 
tee, the Operating Committee, and its Cabinet-level body—the Export 
Administration Review Board. At these committees the Department 
of State's obiective is to insure that the decisions made in the commit 
tee are consistent with the overall foreign policy objectives of the 
United States and with U.S. positions taken in the international corn- 
countries. The Department of State also participates actively in the 
work of the East-West Foreign Trade Board and its working group 
in monitoring the flow of trade and technology to the nonmarket econ 
omy countries.

The Department of State and U.S. Foreign Service posts lend 
nssistance to Commerce in carrying out the purposes of the Export 
Administration Act. This consists particularlv of providing informa 
tion on possible consignees of U.S. goods and equipment and checking 
on the use to be made of exports from the United States. These func 
tions mav be carried out before U.S. export licensing takes place or as 
a post-licensing check to be certain that diversion does not occur. The 
Department of State through its missions abroad also carries out such 
contacts or bilateral negotiations with other governments as may be 
appropriate to insure against violation of U.S. export controls or to 
obtain cooperation i 'th respect to particular problems.

On the international level the Department of State is responsible 
for U.S. participation in the multilateral committee for coordinating
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export control policies—the Coordinating Committee, known simply 
as COCOM. We maintain a resident delegation to COCOM in Paris, 
and provide, with the cooperation of other Washington agencies, the 
technical support that is necessary for lilt reviews or other specialized 
meetings.

COCOM is a voluntary organization which, as its name indicates, 
coordinates the policies of independent governments. It was estab 
lished in 1960 and its membership consist* of 16 countries—the NATO 
countries minus Iceland, plus Japan. All actions and decisions by 
COCOM are confidential oy agreement, including the lists of con 
trolled commodities. The Committee meets regularly in Paris to con 
sider changes in its lists and procedures and to pass on requests for 
exceptions to the embargo made by member countries.

Actions in COCOM are in effect recommendations to member gov 
ernments, and they become effective only as they are carried out by the 
member governments through their individual export control pro 
grams under their own national laws and regulations. A basic rule of 
COCOM from the outset has been that there must be unanimous 
agreement on all COCOM final recommendations. A COCOM decision 
therefore means in effect that each member country has decided under 
its own laws and policies to embargo an identical list of items, but 
this is in the case of each country a unilateral decision: there is no legal 
obligation to embargo the items, and no surrender of sovereignty.

COCOM maintains three lists of controlled commodities: List I 
consists of military-related items as well as technology and equip 
ment for their manufacture. The other lists are self-descriptive: A 
munitions list and an atomic energy list. Although these lists are sub 
ject to constant review by the Committee, the practice is to have a 
review encomrjassing n number of items every 2 or 3 years.

Although all countries agree to control the items on the lists, provi 
sion is made in the procedures of the Committee to allow shipments 
for civil end uses under special exceptions policy, because the con 
trolled items often have acceptable civilian as well as military uses. 
For such an exception to be made both the civil end use and end user 
must be known and there must be minimal risk of diversion to a 
strategic or military use.

With the growth of trade with the Communist countries and their 
increasing interest in high technology items, the number of excep 
tions cases has grown appreciably in recent years. Thus in 1975 there 
were 1,798 cases submitted to the Committee compared with 1,380 
cases in 1974. The U.S. share has also increased from 41 percent in 
1974 to 44 percent in 1975.

In the case of actions on exceptions cases, while the rule of unan 
imity applies, there is not in reality a "veto" power. In the case of 
exceptions, the actions of COCOM constitutes a recommendation to 
the exporting government. Although governments normally follow 
such recommendations, they do not invariably do so, if they feel their 
national interests are deeply enough involved.

I believe that if we were to look at COCOM objectively as it has 
existed and operated over its 26-year history, we would conclude 
that it has been an effective instrument in contributing to the security 
of the free world. Over this history there have been problems most of 
which we have been able to overcome. In some cases member countries
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have taken actions that were not acceptable to other member coun 
tries but this must be expected in an organization of sovereign states 
which can only recommend specific actions to its members.

There have also been accusations that one or another COCOM 
country was using the Committee to gain a competitive advantage 
and without the knowledge of tho Committee taking actions in viola 
tion of COCOM agreements. In the United States we hear this mainly 
from American exporters who believe that their exports are being 
discriminated against. We hear similar accusations in other countries, 
however, where the United States is charged with discriminating in 
favor of its exporters or of taking the leaa in instituting a broaden 
ing of the exceptions categories to favor U.S. exporters.

All such reports are carefully studied. As yet, we have found no 
evidence that member governments are subverting the COCOM sys 
tem. In many cases such reports are based on rumors or insufficient 
knowledge of what is controlled by COCOM and what is not. In some 
cases it arises from honest differences between COCOM member gov 
ernments on interpreting what is or is not covered by a specific item 
as it appears on the list. In view of the complexity of these items and 
the problem of translating controls into national languages, this is 
not surprising. To the wtent possible, the Committee attempts to 
resolve these differences when they appear so that we will have 
common agreements.

If it appears that an exporter in one of the member countries has 
violated the COCOM control and the control of his national govern 
ment the matter may be studied by the Enforcement Subcommittee 
of COCOM. This subcommittee meets periodically to review the en 
forcement activities of the members and to suggest remedial actions 
where this may be necessary.

I would like to stress in conclusion, Mr. Chairman, that as an in 
strument devised by man COCOM is not perfect. Whatever may be its 
defects, however, such a multilateral approach to a strategic trade 
control system is the only one fhat can Be effective. We are prepared 
to work for its improvement in ways that the executive branch, the 
Congress, or the other participating members think might improve 
its decisionmaking process and strengthen relationships among its 
members. Meanwhile, we believe COCOM continues to be an im 
portant element in assuring the mutual security of the cooperating 
countries.

Thank you, Mr. Chairman.
Senator STEVENSON. Thank you. You say the members dont always 

accept COCOM recommendations. Can you cite some examples?
Mr. QLITMAN. They are very infrequent, sir. I'm not sure we have 

anv specific examples.
Senator STEVENSON. Does it vary from country to country or com-

apl.
point out "that these are essentially sovereign decisions by countries 
which retain the right not to accept COCOM obligations.

Senator STEVENSON. Why is it necessary to have two overlapping 
interdepartmental committees administering U.S. export controls? Ill 
ask that of all of you.



176
Mr. GLITMAN. There is some degree of overlap, but the purpose of 

the two committees is different. Looking at it purely from the stand 
point of whether we could improve the procedures, COCOM excep 
tion cases are now averaging about 1,300 cases per year. A little over 
40 percent of these, as I said, are U.S. submissions. Of the remainder, 
it's about 750 cases or 15 cases per week, only between one-third and 
one-fourth require U.S. licensing because of a component or parts from 
the United States. The other 10 to 12 cases per week require no U.S. 
licensing. So the question is basically whether the ACEP can handle 
these 10 to 12 cases more expeditiously than they are now handled 
through the EDAC route. We feel that adding the burden of 
COCOM exception cases to the heavy load of the ACEP—this 
is the Committee that Commerce works with—would have an impact 
on the U.S. cases, and it would surely make the problem of processing 
licenses even greater. We think it would have that impact of making 
the case load heavier. There are differences also in the focus of the 
agency responsibilities. The Commitee that State heads has basically 
the question of assuring the continued viability of COCOM and U.S. 
adherence to its COCOM obligation. We think it would be incon 
sistent for the Secretary of State to be in the position of an advisory 
capacity to the Secretary of Commerce in dealing with a subject in 
which the foreign policy implications are predominant.

Senator STEVENSON. Membership is essentially the same, or is the 
same.

Mr. GLITMAN. No. The EDAC deals largely with COCOM cases.
Senator STEVENSON. I'm talking about membership.
Mr. GLITMAN. Membership is the same. I'm sorry. I didn't hear the 

question.
Mr. DOWNEY. It's really a function of leadership, Mr. Chairman, in 

any given problem. When the main focus of the issue concerns our 
relationship; w.*n foreign governments through the EDAC network, 
it is sensible for the State Department to be the lead agency. When 
the mam focus of the discussion and tiie dialog relates to American 
exports, it ma es sense, we believe, for the Commerce Department to 
exercise leadership. The membership is essentially the same. There 
are an awful lot of Cabinet committees and congressional committees 
which have overlapping membership. It is really a function of the 
leadership in a particular area. On a working basis there is no feeling 
of duplication at all.

Senator STEVENSON. As you know, there are many who contend that 
the present national security export controls place top much emphasis 
on items of lesser technological significance and too little emphasis on 
the transfer of technology which results from t'.e sale or design or 
manufacturing know-how or of products incorporating tha newest 
technological advances as well as technical cooperation agreements 
and protocols and the like. I discussed this earlier.

What is your reaction to these criticisms and, in particular, the 
failure to scrutinize the so-called protocols at all ?

Mr. DOWNEY. I would reject the criticism, Mr. Chairman, as being 
without basis. First, your specific question, as I understand it, is why 
do we fail to scrutinize trie protocols which have been negotiated 
between American private companies and the Soviet State Commit 
tee for Science ana Technology. The fact is, that we have no legal 
authority—we have the legal authority to control exports under stat-
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utes, but we do not require that companies provide the Government 
with their contracts in advance of negotiation or during negotiation 
or following negotiation. The fact remains, however, that companies 
very frequently voluntarily come to the Government, to the Bureau 
of East-West Trade, for assistance and consultation in their nego 
tiating process. The fact is that of the f>2 protocols sismed wilii the 
State Committee for Science and Technology, most of the companies 
have voluntarily offered them to us, and we currently have 30 or 32 
of them. These we review rather thoroughly. We discuss them with the 
companies involved. These agreements typically arts umbrella agree 
ments to cooperate in the future. Company "X" will agree with the 
State Committee, that this is an area where we believe we should focus 
our attention, and subsequent agreements, if they occur, will define the 
areas for coo|ieration further. We see no problem whatsoever in com 
panies concluding thsse agreements. We assist them in it.

On the other hand, however, every company, every firm, every 
engineer, has an obligation to comply with the technology transfer 
regulations. To the best of our knowledge, they are doing so.

Senator STEVENSON. Mr. Shields, is the Defense Department con 
cerned about these protocols and contracts for the sale of design and 
know-how ?

Mr. SHIELDS. Mr. Chairman, to the extent that any significant tech 
nology passes via this mechanism, and in effect subverts our controls 
which are designed to cover any kind of transmission of technology, 
we would be concerned about it. I think that when we examine this 
whole area we have to recognize that the process of negotiation of 
agreements involves the transfer of information by a number of 
means, oral as well as documentary, and that any kind of monitoring' 
process for these protocols and even for simple conversations—in ef 
fect there's a large category of items which could be placed under 
this same general heading—would require a massive increase in our 
resources. I think this is true both in Commerce and State and cer 
tainly in the Defense Department.

The control of technology is adequate right now from a legal stand 
point. The companies understand the requirements and their own 
responsibilities under the law, and they recognize I think, without any 
question, the limits to which they are to go in their discussions with 
controlled countries. If, in fact, they have gone beyond these inadvert 
ently perhaps or even otherwise, it certainly is something with which 
we would be concerned, but I don't believe we really have seen any 
great violations of that tvpe of thing. It's very hard to monitor in the 
first place without actually being present because a great deal of this 
inadvertent technology transfer would occur simply in the process of 
conversation and consultations. I would be very reluctant to ;nter- 
pose the government as an observer in these kinds of discussions and 
I think without that kind of authority it might be very difficult to 
monitor this type of thing anyway. But it is something, of course, that 
we are looking at within the Defense Department and, frankly, have 
not yet determined the extent to which we feel that presents a prob- 
problem.

Senator STEVENSON. Are all the departments which you gentlemen 
represent opposed to the enactment of authority that would give you 
the power to monitor the protocols, the sales of design and know-how 
and so on ? Do you not want it ?



178

Mr. DOWMJT.Y. Mr. Chairman, I think it is a question of whether or 
not we need additional authority. It would depend upon what you have 
in mind.

If you're talking about the power to monitor protocols in the sense 
of requiring their submission prior to conclusion, during negotiation 
or subsequent to signing, that's one point.

Senator STEVENSON. That would be one example.
Mr. DOWNEY. Well, if your examples go beyond that und include the 

transfer of design technology for an aircraft or for this and that, 
they ire already in our regulations.

senator STEVENSON. Design technology ?
Mr. DOWNEY. Yes, sir. To the extent that——
Senator STEVENSON. What about sale of services when there's no 

equipment attached to it ?
Mr. DOWNEY. If there's a flow of technology involved, and it is tech 

nology which is not generally available to the public, which is not 
published material, which is not involved in a patent application else 
where, which is not directly related to the maintenance of a commod 
ity which otherwise would be sold, and if it docs relate to a strategic 
concern, the technology would have to be licensed and the prohibition 
already exists in our regulations to do so. I don't think new authority 
is needed. We already do that.

Mr. SHIELDS. Mr. Chairman, if I might, I think the question proba 
bly would be one of inadvertent transfer of technology. It certainly 
is true when discussions take place that there may be an inadvertent 
transfer of technology. If it is done with malice aforethought without 
the license, then obviously it is in transgression of current law and 
authority.

With regard to the Defense Department, we have this very subject 
under discussion. We are not sure exactly what pur recommendations 
are going to be, but I think the primary issue is really one of inad 
vertent transfer of technology. Are we, in fact, transferring tech 
nology via this mechanism or similar mechanisms without recognizing 
in fact that we are doing sol If we are, then some means should be 
sought in which to terminate that type of technology transfer and it 
might be through an extension of the law or may simply be something 
which we could do under existing authority.

Senator STEVENSON. Are you concerned about technology transfers 
by foreign subsidiaries of domestic corporations i Is that one means by 
which controls could be and are evaded and, if so, do you have any 
proposals as to how they might be brought under contro 1 ?

Mr. DOWNEY. Mr. Chairman, exports of commodities and technology 
of strategic concern from American subsidiaries abroad, if they in 
volve U.S. technology, U.S. origin parti and components, fall under 
the same prescriptions as would pertain to firms in the United States. 
Our controls and regulations do catch these exports.

Mr. GLITMAN. I would supp'jment that by making two points. The
Treasury Department has the transactions control regulations which
over these and, in addition, at least for those countries which .ire

members of COCOM, the COCOM controls would apply in those cases.
Senator STEVENSON. Mr. Shie'.ds, on page 4 of your testimony, there 

was something I didnt follow. From July 1 to December 31,1975 the 
T)efense received 1,553 export license cases. The first question is who 
decides and on what basis what cases Defense will receive I
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Mr. SHIELDS. We have delegated authority in. a number of particular 
types of cases to the Commerce Department to act on its own without 
consultation with the Defense Department. On other cases we would 
be called in and we would in fact review these cases.

Senator STEVENSON. These cases then are cases that Commerce under 
a delegation of authority from Defense decided to subject to Defense 
review ?

Mr. SHIELDS. It would oe the opposite. When we provide a delega 
tion of authority Commerce acts on its own without consultation. 
These would be the cases that were referred by Commerce to the De 
fense Department.

Senator STEVENSON. Then I guess I still don't understand. What 
cases get referred by Commerce to Defense I

Mr. SHIELDS. It would be these cases which we have mutually agreed 
with Commerce should be referred to us for review. These are the cases 
which we feel are significant, not the mundane cases.

Senator STEVENSON. How do you find out about these cases t Are 
thesb «ses which Commerce brings to your attention from among the 
1,558 i

Mr. SHIELDS. No. The 1,558 is the total number of cases which Com 
merce referred to the Defense Department because we have agreed and 
have an agreement that determines categories of cases which we feel 
we must review and all of these 1,558 cases were submitted to the De 
fense Department for its review and recommendations.

Mr. DOWNEY. Mr. Chairman, out of the 55,000 cases that we deal 
with a year, we refer a proportion to the Pentagon and a proportion to 
State and a proportion to ERDA. We also refer cases to a variety of 
other agencies for comment and at times to all the other agencies for 
comment. We follow preagreed guidelines, agreed among all the agen 
cies, to allow us to determine when one on another agency would wish 
to see a particular case or a series of cases.

Senator STEVENSON. Then the 1,558, those were referred to Defense, 
but Commerce makes the decision ?

Mr. DOWNET. Commerce makes the decision as to whether a par- 
ticu'ar case falls within the stated guideline. For example, it could be 
agreed that all cases involving applications to "x, y and z" Communist 
country or other country for oscilloscopes over 90 megahertz will be 
referred to the Defense Department; or that a certain kind of a laser 
activity or high speed machine tool will be referred to ERDA. On cer 
tain foreign policy case0, it would be automatically referred to the 
State Department.

Mr. SHIELDS. Mr. Chairman, in the case of the Defense Department, 
for example, the Commerce Department may receive a number of repe 
titive license applications for a spare part for an item which is already 
licensed and we may have a reviewed a case to the same country ana 
the same item previously and may have told Commerce that we feel it is 
unnecessary to review future cases that are identical and on that basis 
the Commerce Department would simply deal with these on its own 
without referring them oyer to the Defense Department.

Mr. DOWNET. A final note perhaps, Mr. Chairman. We believe this 
system has worked adequately on the basis of the interagency agree 
ments and guidelines. The so-called Jackson amendment of late 1974 
added a requirement that all cases involving the Communist countries,
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including Yugoslavia, must be referred to the Pentagon unless the 
Defense Department has decided that it doesn't have to see this area or 
this group of cases. That's a so-called delegation of authority.

Since that time, since that amendment, we have been working with 
the Pentagon to receive more delegations of authority so that we do 
not have to send every single case over to the Pentagon as originally 
envisioned in that amendment.

Senator STEVENSON. That amendment was followed by an amend 
ment to the Export Administration Act which dealt with the same 
subject.

Mr. DOWNET. Yes, sir. It's the latter one that I'm referring to now.
Senator STEVENSON. Do all of your departments take the position 

that the Export Administration Act amendments superseded the Jack 
son amendment t It wad intended to do so. it said notwithstanding any 
provision of law.

Mr. DOWNET. I don't think it has become a problem for us.
Senator STEVENSON. And what otherwise might have been a problem 

for you is now overcome by this working relationship under which 
cases are not physically referred to Defense <

Mr. DOWNET. Physically, they are, sir, but there is a much smaller 
percentage which are physically referred to them.

Mr. SHIELDS. The delegation of authority was granted the Commerce 
Department by the Defense Department under the advice of the De 
fense Department General Counsel which interpreted the law as you 
have suggested, Senator.

Senator STEVENSON. Well, I want to get back to these figures and try 
(,o understand them. You say Defense received 1,558 export license cases 
during this period of time. Now by that, do you mean that those were 
entitled to Defense consideration under the guidelines but in fact, under 
this delegation of authority, they were considered by Commerce?

Mr. SHIELDS. These 1,558 cases represent the casesjeft over ufter the 
delegation of authorities had been used by Commerce and these cases 
were sent over to the Defense Department because Commerce could not 
process them under the delegation of authority.

Senator STEVENSON. I see.
Mr. DOWNBT. I don't think we have a figure, but if we did not have 

the delegations of authority there might have been an additional 1,000 
to 2,000 cases referred to Defense.

Senator STEVENSON. I see. Then, of these cases, the Defense Depart 
ment recommended or concurred in Commerce's recommendations of 
denial in only 74 or less than 5 percent. In those cases where Defense 
recommends a denial, what happens ? Does the application always get 
denied?

Mr. SHIELDS. I believe in these cases all applications were denied. 
That need not necessarily be the case. The law does provide for the 
overruling of the Defense Department recommendation.

Senator STEVE?: "N. Can you if you can't not now, later give us the 
disposition of all (i? I don't need case by case breakdown, but how 
many of those recommended for denial, if any, were not subsequently 
denied?

Mr. DOWNET. There may be instances out of those 74 where a formal 
denial did not occur. It's possible that after further consultation with 
the company involved it decided to withdraw the application; but 
I can say that none of the cases recommended for denial by DOD 
was subsequently approved.
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Senator STEVENSON. Thank you.
Now as I recall, the Secretary of Defense has pretty broad authority 

as to the kind of commodities he can subject to Defense Department 
review. Do the guidelines confine the Defense Department review to 
high technology exports ?

Mr. SHIELDS. Do we limit oar review only to high-technology items?
Senator STEVENSON. Yes- 
Mr. SHIELDS. No. We would review any items which would have 

a significant military enhancing capability for the controlled coun 
tries and that may be in an item which may not be of high technology. 
I think we should remember the technology as high or low technology 
in the United States, but in relation to that, an item that we may not 
consider to be state of the art technology here may in fact be a 
capability which the controlled countries have not yet developed. In 
that case, we would not automatically approve of that technology 
transfer simply because it no longer represents state of the art 
technology in the United States.

Senator STEVENSON. Food has a military use, doesn't it, in strategic, 
political, and military implications? What role did Defense play with 
respecL to the grain deal, the second grain deal?

Mr. SHIELDS. Well, we don't believe, Mr. Chairman, that that really 
is within the purview of the Defense Department. Very broadly 
interpreted, almost everything has some kind of military impact, 
but we did not feel that this came within the purview of the Defense 
Department, as we interpret the law. Of course, many items do have an 
impact. Many items with totally peaceful end use, bedding, for 
example, that might be used to equip the dormitories of troops, the 
barracks of troops, may have a military impact, but it is not the 
type of thing which we would control for that reason. It's readily 
available elsewhere.

Senator STEVENSON. Not food.
Mr. oHiELDg. The technology is not unique to the United States. 

Those reasons would exclude it from our review.
Senator STEVENSON. Where do you draw the line ?
Mr. SHIELDS. I think when we consider military potential in my 

statement I indicated the kinds of things which we took into account. 
I think we're talking about the technology and end use items which 
have a very specific military and direct military application: an item, 
for example, which might help design an intercontinental ballistic 
missile, thp type of item which might solve problems in the produc 
tion of tanks—these types of direct application in contrast to very 
indirect types of things.

We would, Mr. Chairman, for example, look at such things as 
numerically controlled machines which might be used by the Warsaw 
Pact countries in their production of a number of different weapons 
systems, presses and specialized controls that would help with assem 
bly lines manufacture of military systems, machinery and equipment 
for the manufacture of electronic equipment that misrht be used in 
aircraft—that typo of thing. These are the kinds of things which 
have military application and a specific military application as 
opposed to civi end items which might be used jointly by the military 
and the, oiviliai. sector as well.

Mr. BONNET. Sir, the 1969 amendments to the act provided ttie 
basic policy guidance under which general economic issues were 
vemoved from the act. The amendments, therefore, advised us to
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focus particularly on items of military significance and not broad 
economic exchanges.

Senator STKVKNSON. Is the Koma River truck factory an item of 
military significance f

Mr. DOWNEY. The products which were sold to the Soviet Union 
from the United States which were licensed, chiefly in the machinery 
tool area, were considered to be items of potential military importance 
and, thus, were reviewed within our licensing system, Subsequently, 
some were licensed and some were not licensed.

Mr, SHIELDS. The Department of Defense did review that particu 
lar case ingreat detail and you may recall with regard to the plant 
itself the Defense Department recommended denial on that export 
application.

Senator STKVKNSON . You said it did recommend denial I
Mr. SHIELDS. Yea, it did recommend denial.
Senator STEVENSON. The Defense Department Science Board Task 

Force has recommended that three categories of exports, receive pri 
ority attention— design and manufacturing information that includes 
detailed how-to instructions, keystone equipment—in other words, 
equipment that completes the manufacturing system and allows it to 
be fully utilized—and products accompanied by sophisticated infor 
mation on operations applications or maintenance.

Why don t such items receive priority attention now?
Mr. SHIELDS. Mr. Chairman, such items do receive priority atten 

tion. I might add that the Defense Science Board Study was con 
cerned with the export of technology. Technology is one item which 
we do want to control, without any Question. The Defense Science 
Board did not direct itself to an equally great extent to the question 
of end items. For example, munitions which may not involve a high 
technology or which may in fact not involve any transfer of tech 
nology at all would still be controlled because of their potential for 
military use. We would not be indifferent to the exporting of a missile 
system, for example, even if we were satisfied that our potential adver 
saries would learn nothing about the construction of such a military 
system. We are concerned with end items as well as technology trans 
fer. But with regard to technology transfer, we certainly do have a 
great deal of concern and primary concern with the three categories 
that you have mentioned.

Senator STEVENSON. As I understand it, we have been discussing 
transfers to controlled countries. What role does Defense play with 
respect to exports to countries which are not controlled ?

Mr. SHIELDS. Well, if the particular item happens to be on a con 
trolled list, ever, to a free world country, and has a military applica 
tion, we would be consulted in that process.

Senator STCV^NSON. Let's say Iraq for example. Is Iraq a controlled 
country or a fre* world country ?

Mr. DOWNEY. Iraq, sir ? That is a free world country.
Senator STEVENSON. Is it?
Mr. DOWNEY. There are varieties of controls. You have an embargo 

for North Korea, Vietnam, Cuba. You have levels of controls for the 
Communist countries other than those. Yugoslavia, for example, is 
treated by us as i free world country. Additionally there are muni 
tions controls which are dealt with by the State Department. It's a 
highly varying situation. It is not a simple case of one group of coun 
tries under control, while the rest of the world ia not, It depends.
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Senator STEVENSON. It's a highly confusing situation.
Mr, SHIELDS. Senator, to clarify my remarks, if, for example, a 

computer export to Iran were contemplated, the Defense Department 
would not have a role in the processing of that particular application.

Mr. QLITMAN. But if it were a military item, Defense would have.
Mr. SHIELDS. A military item, we would.
Senator STEVENSON. Well, we are groping for those items that may 

not be, strictly speaking, military items but have significant military 
implications or applications. I just question the whole relevance of 
a legislated controlled country list ana I challenge the simplistic sug 
gestion that there is a free world on the one hand and a nonmarket 
or controlled country world on the other. This is not the world that we 
live in. Where does Iraq come in? It may not be Communist. It's 
Bathist, Or Syria, that's a different Bathist regime. It doesn't pursue a 
market policy. It's mixed. How does this policy or this apparatus 
begin to adjust to the realities of the world instead of to the realities 
ofthe]950's?

Mr. SHIELDS. Only if the cam were on the munitions control list and 
have that direct military application would the Defense Department 
be involved in that type of export control.

Mr. DOWNEY. Sir, this is not an area to which inflexibility has been 
added by legislation because the legislation, except for the 1974 amend 
ments which did mandate a case-by-case review by the Pentagon of 
nonmarket economy countries defined by the legislation as the Com 
munist countries including Yugoslavia—permits us freely to establish 
a variety of categories, not just Communist and not just market or 
nonmarket. We can provide for you, if you wish, a complete list of the 
country groups that we have and why.

Senator STEVENSON. Does country group "Y" include any non- 
Communist countries?

Mr. DOWNET. "Y" is the Communist country group, sir, but you 
also have another group which includes South Africa; another group 
which includes Iraq, Yemen, and Libya. You have another—;—

Senator STEVENSON. What is the second group, the one that includes 
Yemen?

Mr. DOWNEY. We have additional items which affect those countries, 
which do not affect other countries.

Senator STEVENSON. What I'm trying to find out is what the policy 
and procedure is with respect to that cluster of countries and, in 
particular, the Defense and State roles.

Mr. SHIELDS. Only again, with regard to some cases, and I think 
we probably should provide a more specific answer for the record so 
you will be able to sort out the countries around the items involved. 
But for a number of countries, only when we consider cases under 
the munitions control area, those cases which are on the munitions 
control list, would the Defense Department have a role. Some may 
possibly have a military application but not directly, as the example I 
gave of the computer. It would not involve the Defense Department 
in those cases.

Mr. GLITMAN. Ficm a COCOM standpoint, the export of any item 
that's on the COCOM list to any country would be subject to the 
COCOM procedures, regardless of where it was delivered to.

Mr. DOWNEY. Mr. Chairman, would you permit us to submit for 
the record the section of the Export Administration Regulations which
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lays down each of the country groups and each of the countries in 
each of the country groups?

Mr. SHIELDS. And each of the agencies' responsibilities.
Mr. DOWNET. These country groups, the listing, the inclusion of a 

certain country in a certain grouping, is arrived at through inter- 
agency revif w and consultation. For example, those that require par 
ticular foreign policy review, we receive advice from the State Depart 
ment. So may we submit that for the record?

Senator STEVENSON. It will be entered in the record.
[The information follows:]

[From Export Administration Regulations, Dec. 17,1976] 

COUNTRY GROUPS

For export control purposes foreign countries are are separated Into seven 
country groups designated by the symbols "Q", "S", "T", "V", "W", "Y", and "Z". 
Listed below are the countries Included In each country group. Canada is not In 
cluded In any country group and will be referred to by name throughout the 
Export Administration Regulations.

Country Group Q 
Romania

Country Group 8
Southern Rhodesia

Country Group T
North America 
Northern Area:

Greenland
Mlquelon and St. Flerre Inlands 

Southern Area: Mexico (including 
Cozumel and Revllla Olgedo Islands) 

Central America:
British Honduras
Costa Rica
El Salvador
Guatemala
Honduras (including the Bay Is 

lands)
Nicaragua
Panama, Republic of 

Bermuda and Caribbean Area:
Bahamas
Barbados
Bermuda
Dominican Republic
French West Indies
Haiti (including Gonave and Tor- 

tuga, Islands)
Jamaica
Leeward and Windward Islands
Netherlands Antilles (formerly 

Curacao, N.W.I.)
Trinidad and Tobago 

South America: 
Northern Area:

Colombia
French Guiana (including Inini)
Guyana (formerly British Guiana)
Surinam (Netherlands Guiana) 

Western Area:
Bolivia
Chile (including the Islands Sala-

y-Gomez, Juan Fernandes, San 
Felix, San Ambrosio and Easter 
Island)

Ecuador (including the Galapagos 
Islands)

Peru 
Eastern Area:

Argentina
Brazil (including the islands St. 

Paul, Fernando Noronha, and 
Trinidad (in South Atlantic))

Falkland Islands
Paraguay
Uruguay

Country Group V
All countries not Included in any 

other country group (except Canada).

Country Group "W
Poland

Country Group T
Albania
Bulgaria
Czechoslovakia
Estonia
German Democratic Republic (includ 

ing East Berlin)
Hungary
Latvia
Lithuania
Outer Mongolia
People's Republic of China (exludlng 

Republic of China (Taiwan) (For 
mosa) )

Union of Soviet Socialist Republics

Country Group Z
North Korea 
North Vietnam 
South Vietnam 
Cambodia 
Cuba
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Senator STEVENSON. Mr. Glitman, what is the State Department 
doing to enforce the end-use controls and restraints against transfers, 
reexports?

Mr. GLITMAN. Well, we do have procedures through which our over 
seas missions, if they are made aware of possible transshipments, can 
then consult with the country from which the transshipment is alleged 
to have arrived. There are severe penalties for companies that have 
been found guilty of such transshipments as well. Companies that 
have not met the requirements "-Mild be £ut off.

Senator STEVENSON. Well, the c«,Tipany makes the export. From then 
on, the export is beyond its control presumably.

Mr. GLTTMAN. Well, you have end-use requirements as well. On a 
strategic item, if there is a shipment there hag to be an end use and 
end use certificate. So if that certificate is breached, there's a failure 
to comply with the regulations.

Senator STEVENSON. But it's breached by the recipient country. 
What is being done to protect such breaches? Is this done through 
State Department personnel and all the recipient countries?

Mr. GLITMAN. Obviously, we cannot go out and police each ship 
ment to see what has happened to it. So basically we have to rely on 
somebody actually having seen or alleged to or have seen the item in a 
controlled country. This happens from time to time. I might add, how 
ever, that at times when that is the case, it turns out that the item in 
question is being used in a civilian facility. Otherwise it would prob 
ably not be seen. We often find that in terms of general concern about 
items thst are supposedly on the COCOM list, when they are seen, 
in a controlled country, the question at issue becomes whether or not 
the item was under the COCOM definition. That's a little different 
from the transshipment problem, but it rentes to it in a sense.

Mr. DOWNEY. Mr. Chairman, I might add, in the case, for example, 
of a company seeking a license to export a large computer system Co a 
Communist country, where we feel there is an element of risk of diver 
sion of that system, we will often impose safeguards on the export 
which will entail, as an example, the presence of the American com* 
pany technicians at the computer site for a number of years, to insure 
that the system is where it's supposed to be, and doing what it's sup 
posed to do.

Senator STEVENSON. Has Defense been involved in a proposal to 
export C-130's to Egypt?

Mr. SHIELDS. The Defense Department is, Mr. Chairman, but the 
Office of Strategic Trade Control is not. This comes under a different 
jurisdiction within the Defense Department.

Senator STEVENSON. Whose jurisdiction does it come under?
Mr. SHIELDS. I think that the Defense Security Assistance Agency 

would be primary in that, but also I'm sure that the International 
Securily Affaire Regional Office for Near East Asian Affairs and 
African Affairs would have a role there. This really comes under the 
security assistance program, not under the strategic trade controls.

Senator STEVENSON. Was Defense involved in the ball bearing case?
Mr. SHIELDS. Yes. Defense was involved in the ball bearing case.
Senator STEVENSON. Did it approve the application?
Mr. SHIELDS. Finally, Mr. Chairman, yes, but J should note that it 

was approved only after a lengthy process. The amount of time in fact 
I believe was about 12 years in which licenses to U.S. manufacturers
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were denied because the capability did not exist elsewhere in the world. 
When the license was granted in August of 1972 the Defense Depart 
ment concurred because the capability for producing those particular 
ball bearings was available in Germany, Switzerland and Italy. The 
U.S. failed to get those machines embargoed at the 1972 COCOM list 
review and I think one of the reasons for that failure, of course, was 
the Availability of comparable quality Swiss machines which wen *»ot 
under COCOM control. Since Switzerland is not a party to the 
COCOM agreements, representing an external ability that was not 
controlled, we did concur in the exportation of that equipment.

Senator STEVENSON. And that was the reason ? It was the Swiss 
capability to supply the machines of similar quality?

Mr. SHIELDS. That was the key, Senator, but plus the fact that it 
also had failed to make the COCOM embargo list. So it would not 
have been controlled in other COCOM countries either and to deny 
the export to the U.S. manufacturer would simply penalize that U.S. 
manufacturer. It would not have kept those machines out of the Soviet 
Union,

Senator STEVENSON. They were not on the COCOM list?
Mr. SHIELDS. They had been, but they were not included in the 1972 

list review—had not been before, either.
Senator STEVLNSON. Why not?
Mr. DOWNEY, Mr. Chairman, the particular grinders you have in 

mind were judged by all the COCOM partners as not fitting within 
the COCOM guidelines. Our other partners said that they were not 
prepared to have them included within the COCOM guidelines in 
the post-1959 review. We maintained these grinders on our own uni 
lateral control list until 1972 when the Congress told us we should not 
maintain a separate unilateral list unless absolutely necessary. So we 
engaged in an exhaustive review to reduce our unilateral list to a point 
where it virtually matched the COCOM list. These particular grinders 
were entirely compatible with Swiss machines.

Mr. GUTMAN. Indeed, we had found that some 180 mt ines of this 
type, made in Switzerland, had been sold and were in operation in the 
Soviet Union.

Mr. SHIELDS. At that point in time the only effect of denying the 
application to the U.S. company would be to penalize it to its own 
detriment. It would not in any way have kept the Soviet Union from 
acquiring that capability.

Senator STEVENSON. Gentlemen, don't you think there should be 
guidelines to determine permissible exports on a country-by-country 
basis I

Mr. DOWNEY. It perhaps would be easier, Mr. Chairman, to have 
guidelines as we now do to determine what may be exported and not 
exported on a commodity-bv-commodity basis rather than a country- 
by-country basis. You would have a lot of duplication if you did it 
countrv bv country. We try to do it by commodity.

Senator STEVENSON. Ydu don't think the same commodity should be 
aublect to different controls if, say, the countries are Great Britain and 
Libya? How can you fail to take into account differences in the coun 
tries?

Mr. DOWNEY, We certainly do.
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Senator STEVENSON. I know you do. I'm just talking about what we 
should be doing now to establish clear guidelines on a country-by- 
country basis, guidelines with respect to ooth commodities and coun 
tries.

Mr. DOWNEY. Would you perhaps have in mind a particular ex 
ample to help us locus on this!

Mr. GLITMAN. Libya you gave as an example.
Senator STEVENSON. Just ofi' the top of my head. I was trying to 

make the point, too, that some of these old lines between Communist 
and non-Commvnist countries are just overtaken by realities, political 
realities that have very little to do with the organization of the coun 
try's economy.

Mr. GLITMAW. Well, I would only state that the decree of rigidity 
that might be introduced into a process that must be kept flexible 
through establishing that type of detailed guidelines would probably 
create serious problems not only for our trade but for ou/ foreign 
policy as well. We found, for example, in the case of COCOM that 
given the rapidity with which technology moves a number of items 
which were considered controlled in the past get of! the list; new items 
which did not exist have been put on the list; and it is a difficult 
process to make those changes.

Tn addition to that, if we were to add further listings and categori 
zations, I'm afraid we would find ourselves——

Senator STEVENSON. I'm not talking about more guidelines. I'm talk 
ing about cleaning house and hopefully providing more flexibility. I'm 
not convinced by what I have heard of this system that it is capable 
eitiier procedurally or in terms of policy, of adjusting to the realities 
of this world. We have legislated controlled countries that go back 
to the 1950's. You mentioned the Jackson amendment. As I recall, con 
trolled countries under the definition of this act include the Soviet 
Union, but not the People's Republic of China. Am I wrong?

Mr. DOWNEY. No, sir. I believe it included all the socialist countries, 
including thePeople's Republic of China and the countries of eastern 
Europe.

Senator STEVENSON. I'm talking about the Jackson amendment.
Mr. SHIELDS. I believe the PRO was included and I believe Yugo 

slavia was added.
Senator STEVENSON. I think you're, thinking about the Export Ad 

ministration Act, no the Jp.ckson amendment. In any event, I don't 
want to belabor that point. I may be wrong. It's just awfully hard 
for me to see what the guidelines are country by country, commodity 
by commodity, and I gather from the complaints that we have received 
that it's very difficult for industry, too. The apparatus that's grown 
up over the years -just isn't very responsive not onlv to changing tech 
nology but also changing political realities, realities that are chang 
ing far beyond the capacity of this Government, and especially in 
cluding this branch of the Government, to rea'tf. An export to a 
friendly country one day becomes an export to an >mfriendly country 
the next—and you have nuclear reactors sitting in South Vietnam.

Mr. DOWNEY. There are examples in the recent past where we had 
permitted the export of an aircraft to Angola. As a result of the po 
litical changes and other changes in Angola following State Depart 
ment advice, we canceled the license for that transaction, I offer this as

9-300 O - 76 - 13
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an illustration of a relatively rapid response of the licensing system 
to the very rapidly changing events in the world.

Mr. SHIELDS. Senator, 1 believe congressional intent in these vari 
ous export control provisions is very clear. I think you have high 
lighted some of the problems of administering those controls and it 
is a very difficult thing indeed. For example, with regard to a country 
that may at one time be very hostile to us but has become a friendly 
nation with relatively good relations with us, we still have to look at 
the problem of diversion to a third country, We have to look at the 
relations of that country with other countries which might still be 
very serious potential adversaries of ours.

Senator STEVENSON. On that point, I couldn't agree with you more. 
I feel frustrated up here because much of what I have been told is 
classified and I can't repeat it, but we arent exercising effective con 
trol over the retransfers and the reexports and in fact, in spite of these 
changing political realities and in spite of the growing complexity of 
technology, the effort to control retransfers have been diminished in 
recent years at least by every objective standard that we have available 
to us for measuring it.

Do you deny that i What's happened to Working Group II ? How 
many times has it met in the last couple years ?

Mr. GLITMAN. It continues to meet. It meets informally. I think 
part of the problem—if it's a problem—is that there has been an in 
creased interest in sales abroad and I think that's right, but I don't 
feel that there has been any less an interest in maintaining strategic 
control and I think certainly the Defense Department has been AS 
active as ever in protecting that part of our national interests.

Senator STEVENSON. That's a very narrow part aud that's one of the 
concerns I have. It's another old prejudice that this doesn't give way to 
reality, the notion that we ought to put the controls and perhaps the 
priority—rather than just so-called Communist or non-market coun 
tries and just so-called military equipment priority and then proceed 
to provide the Soviet Union with a billion dollars in subsidized credits 
and a 5-year supply of "^od, as if that didn't have real relevance and 
not only to the military-political capabilities of the Soviet Union, but 
to our own. We make it highly expensive for ourselves and our allies 
because we are promoting the development of the Soviet Union and 
we begin to forget the confidence of the world in our capacity for lead 
ership raising new questions about our sanity. Does anybody want to 
add something?

Mr. GLITMAN. I might try. I will probably get into trouble doing 
so, but if I understand you, one of your concerns is the degree to which 
we regulate exports and I have listened to other committees discussing 
this problem.

Senator STEVENSON. Excuse me, if I can interrupt. One of the con 
cerns I didn't express is the extent to which we overregulate some of 
these, too.

Mr. GLITMAN. That's precisely the point I was coming to. If we 
want to maintain a maximum degree of control over what we sell to 
the Soviet Union or anywhere else in the world, we can establish a very 
elaborate esport control mechanism and in the process we will deny, 
or at least impede, American exporters ability to sell overseas; and the 
issue of grains is a good example. You have raised it. I'm not an expert
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in thft 5eld and I don't want to get into it, but I have sat in front of 
other committees and heard the debate going on as to whether it was 
right to block the grain sale at one point. I have heard representatives 
of farm States argue that this was a mistake. We should Be free to sell 
at all times without impediments. I have heard other representatives, 
also perhaps from farm States, argue just the contrary, that it was a 
mistake to sell anything, that v;e should block the sales.

I think what we have to try to work out is as flexible a system as pos 
sible which would allow us to try to determine in as reasonable a way 
as humans can whether a particular sale is in the broad national inter 
est. That includes the man who's trying to sell as well as the rest of 
the population which has an interest in what happens to that sale 
when it reaches a foreign destination. I think if we try to categorize 
these sales we will run into a very difficult problem where rigidities 
will make it very hard for Americans to maintain their export position 
and I'm not sure that we will have gained that much more in terms of 
our national security.

Mr. DOWNEY. If I may also add, Mr. Chairman, I think you com 
mented about other nations viewing our sanity with a certain in- 
credulousness in this area. Surprisingly, at a time when the United 
States had cut off credits, Government-supported credits to the Soviet 
Union, our allies and competitors offered $10 or $11 billion wojth of 
credits. I think to the extent anybody questions pur sanity, it is with 
respect to the wisdom of this policy which effectively hamstrings our 
exporters in this trade. It's an entirely different subject on which I 
know you have views; however, I believe the subject is somewhat out 
side the scope of this hearing.

Senator STEVENSON. But it's higher in 1975 than 1974. Our proposal 
was not to cut off credits. It was to condition credits on a continuing 
evaluation of our relationship with the Soviet Union and that rela 
tionship goes beyond just the economics to the political and strategic 
implications. It wasn't a ceiling. It was a procedure for congressional 
review and when it went in originally it was not with the opposition 
of the Secretary of State.

What I was referring to eariier was not my own proposal which, 
unfortunately, was superseded by the Jackson amendment. That's 
again due to the Secretary of State who refused, if you will recall, to 
disclose Mr. Gromyko's letter and the fact that there was no such 
thine as a Kissinger compromise which the Congress WPS in the proc 
ess tnen of enacting into law. I was referring more specifically to a 
grain deal which the farmers would be the first to say hurts them. It 
doesn't reduce the monopolistic advantages of the Soviet Union in the 
world food market, but instead provides that regardless of Soviet be 
havior we will supply that country with 6 million tons of food a year. 
That, coupled with congressional appeasement in Angola, raises large 
questions, not only about the resolve of the United States, but also 
about its wisdom. Perhaps sanity is too strong a word, but the 'oubts 
are there abo ' the resolve and wisdom of the United States, and one 
only needs to look at the consequences of the obsequious pursuit of 
detente and the consequences throughout the Middle East and Africa 
to sae proof that the consequences of detente, so-called, have been the 
reverse and that there are doubts in all parts of the world about the 
capacity of the United States for leadership.
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If there weren't such doubts, perhaps there wouldn't be such dis 
array in the West and in Europe. This is only one aspect of the whole 
problem. That problem goes way beyond our old preoccupation with 
exports of military items to Communist countries and way beyond 
today with preoccupation with relative fleet strengths, balance of 
forces, and so on. It's a very large economic question which, it seems 
to me, our export policy and the apparatus for its implementation does 
not begin to comprehend. I don't know what we can do. Thib goes back 
to where it began. I think, as you gentlemen have indicated, the au 
thority is broad. It may not be very clean. The authority is broad, but 
beyond providing the authority there isn't a great deal the Congress 
can do except to oversee its implementation. The problem is mostly in 
the executive branch.

Mr. SHIELDS. Senator, if I might just make one comment, I think 
the intent of the legislation is clear and the authority which we have to 
administer the act, as you say, is broad; but there are certain things 
that are specifically denied to us. For example, the power or authority 
to wage economic warfare is specifically not ours.

Senator STEVENSON. By yours you mean Defense ?
Mr. SHIELDS. Within the act.
Senator STEVENSON. First of all, I don't think anybody has proposed 

economic warfare. We have adopted amendments to the Export Ad 
ministration Act which gives the administration authority to retali 
ate with export controls against countries which wage economic war 
fare against us. What do you mean ?

Mr. SHIELDS. I refer to your comments about the grain trade, for 
example.

Senator STEVENSON. I wasn't suggesting economic warfare. I was 
just suggesting sanity. You don't promote the internal development of 
truck factories and energy projects and build in subsidized credits 
and feed them, too, do you ?

Mr. SHIELDS. Senator, I understand your comments and I don't 
want you to misunderstand me. I understand what you are saying. 
But my point is, within the Defense Department, we could make at 
very best a very tenuous link between grain exports and Soviet mili 
tary capabilities. It's been very cle.ar from the Defense activities in 
the Soviet that that is probably the highest priority item within the 
Soviet system and I would venture to say that the Soviet soldiers 
would be the last to feel the pinch from a grain deficit in the Soviet 
Union.

Senator STEVENSON. I don't disagree with that at all. You have to 
draw the line somewhere, but I would draw it short of food. This is 
where the political side comes in and fails.

Any other rejoinders?
Mr. GLITMAN. Well, I guess I will have to defend that grain agree 

ment a little bit. I think it is defensible.
Senator STEVENSON. Mr. Robinson has tried before this committee.
Mr. GLITMAN. He undoubtedly is a more worthy defender than I 

am, but at least I share with him the grounds for defense. I think we 
did have a problem with the Soviets coming in and out of our mafket 
and creating destabilizing conditions and I think this agreement will 
help guarantee us against that type of activity. There are restrictions 
as well on the extent to which the Soviets can move into our market. I
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think the element of stability is an important one. I might just add, 
even if we were to deny them the grain, one could well conjecture that 
the "esult would be the Soviets would cut their animal herds and 
perhaps eat less meat and more grain and if you want to believe 
doctors about cholesterol they might even end up healthier—heavier 
and healthier.

Senator STEVENSON. I don't want to be facetious about that. We have 
examined that agreement and the questions which M*. Robinson 
couldn't answer at the time but did so subsequently. There's no ef 
fective control over Soviet intervention in the world marketplace. 
There's no control at all with respect to soybeans. To a large extent, 
there couldn't be. It's just simply beyond our control. So the Soviets 
retain all of their trading advantages and they receive in addition an 
allocation of between 6 and 8 million tons a year which the United 
States has to take out of world markets, and, depending on world 
supply and demand situations, to the possible disadvantage of our bet 
ter customers and friends, like the Japanese, as well as our own farm 
ers. And why? Why for five years? Why not, if we are going to have 
agreements, put them on a yearly basis and then take into account 
the Soviet's political behavior in the world? Why do we commit for 
five years and then complain bitterly about Soviet misbehavior in 
Angola? It follows as night follows day, making detente a highly 
profitable venture. It makes our Secretary of State look like a paper 
tiger. The Congress ties his hands in Angola and he ties his own in 
Moscow. We can't maintain our credibility that way, and we aren't 
maintaining it. And I speak from my personal experiences, experience 
at the highest levels in many countries of the Middle East and Asia, 
including the Peonle's Republic of China. I know their attitudes.

Mr. DOWNEY. Mr. Chairman, rinee we did begin with the grain 
agreement, and I don't think we want to continue discussing it for 
very long; nevertheless I think it is fair to point out also—and it's no 
surprise to you—that there was an advantage achieved in the grain 
agreement for the U.S. maritime industry.

Senator STEVEXSOX. I mentioned that earlier. I agree.
Mr. DOWNEV. At least one-third of the grain must be carried on U.S. 

bottoms subsidized rates of $17 per ton. instead of the $10 world rate. 
It effectively costs the Soviet.Union millions of dollars to increase the 
subsidies to our merchant marine.

Senator STEVENSON. I don't dispute that at all.
Well, we could prolong this conversation but not very usefully at 

this point. Gentlemen, unless you have any further commentss, we will 
recess now until tomorrow morning at 10 o'clock. Thank you.

[Whereupon, at 12:50 p.m., the hearing was adjourned.]
[The following material was ordered inserted into the record:]

STATEMENT OP M. J. MIOHDOLL, EXECUTIVE VICE PRESIDENT, 
NATIONAL ASSOCIATION OP RECYCLING INDUSTKIES

The National Association or H<x:ycllng Industries (NARI) hereby urges that S. 
3084, a hill to extend the Export Administration Act for three years beginning 
October 1,1976, be favorably reported by the Committee.

NARI, now in its 64th year, is the leading and most comprehensive tv?de 
association in the recycling industry. The more than 750 companies that comprise 
the NARI membership recover, process, convert and export a wide range of 
recycled materials—principally mttal scrap, paper waste and textiles—so vital 
to the nation's economy. The Association's membership 'Iso includes many of
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the country's major manufacturing companies which purchase and consume re 
cycled materials for utilization Into products, both for domestic consumption 
and for export

We believe that the Export Administration Act of I960, as previously amended, 
contains sufficient and reasonable authority to control export activities as may 
be necessary in the interests of the United States, anu therefore should be ex 
tended without change for the next three years.

World trade in metals, paper, and textiles is vital to the economic growth and 
expansion of the United States. Administration spokesmen, including leading 
officials of the Department of Commerce and the Department of State have, In 
recent months, emphasised the necessity of expanding international trade. We 
believe that the Export Administration Act promotes expanding export levels 
while, at the sam<. time, safeguards the domestic economic interests of the 
United States.

There Is no doubt that the growth of the United States' share of international 
trade in recent months has helped put our country's balance of payments situa 
tion in the black. Since the United States is the principal exporter of nonferrous 
scrap metals, waste paper, and secondary textiles—this country's balance of 
payments is supported by a steady and continuous movement of recycled ma 
terials surplus to U.S. needs to those countries which need such raw materials 
desperately. Such International movement of recyclables naturally aids in 
broadening the opportunities for recovering solid waste materials which would 
otherwise have to be dumped or buried.

There are appropriate and sufficient legislative safeguards already embodied in 
the Export Administration Act to protect the vital economic Interests of domestic 
Industry In the United Staes. This has been proven on numerous occasions in 
the past when the Administration sought to tighten controls on exportable ma 
terials and did, in fact, do so. The Department of Commerce currently has the 
authority to Investigate situations involving conditions of "severe inflationary 
impact" or developmeuts that might Involve conditions of "short supply" of 
specific materials, two of the criteria for imposing restrictions on exports.

The Department of Commerce now regularly develops business trend forecasts 
end comprehensively reviews all relevant developments in order to forewarn of 
conditions which might pose a legitimate threat of short supply or lead to severe 
Inflationary impacts on the domestic economy. The Commerce Department hag 
been in continuing liaison with representative industry groups to determine the 
state of npeclflc raw materials at any given time.

Statistics for 1975, as published by the U.S. Bureau of the Census, show a 
drastic decline in export shipments of nearly all grades of nonferrous scrap metals 
from the United States. The U.S. export share of the total market for recycled 
materials has always been relatively small, but it is significant because it per 
mits some of the countries overseas (and particularly the developing coun 
tries) to avail themselves of raw materials which they could not otherwise 
secure.

This Association believes that the Export Admlnstratton Act has worked 
well for the United States In past years and that additional conditions, limita 
tions or restrictions could well prove counter-productive to the best interests of 
the U.S. The bill before the Committee—S. 3084—is an affirmation of the United 
States' role In the world economy.

Because of considerations involving the expanded use of recycled materials in 
international markets which would aid our own solid waste problem ; because of 
the desirability of encouraging and improving the United States balance of pay 
ments situation through export expansion; and in view of the fact that the Export 
Administration Act contains proper and sufficient safeguards and authority to 
control or redirect the movement of raw materials whenever necessary, w,, 
respectfully urge the Committee to favorably report S. 3084.

NATIONAL FARMERS UNION, 
Wathinffton, D.C., March S3,1916. 

Hon. ADLAI E. STEVENSON,
Chairman, International Finance Su'bcrnnmittee. U.S. Senate Cnmmittee on Bank 

ing, Routing and t7r6on Affa4r», Dirkten Senate Office Building, Wathing- 
ton, D.O.

DBAS CHAIRMAN STEVENSON : We respectfully request that the views expressed 
in this letter be made a part of your hearing record on S. 8084, which was intro-
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duced at the request of the Ford Administration, re proposes to extend for three 
years, Public Law 01-184, the Export Administration Act of 1960, as Amended 
and Extended by the Equal Export Opportunity Act.

The Fanners Union appreciates the responsibility of your committee and the 
Congress to insure that citizen's food supplies will not be'allowed to be shorted. 
However, the proper basic protection of consumers' Interests should be achieved 
through a wise and prudent food and agricultural program that assure* fanners 
of protection against price-depressing- surpluses in times of good crops, while 
protecting consumers against shortages aud skyrocketing prices in times of crop 
failures.

We have proposed either legislation or action under existing authority which 
would accomplish this purpose, fully and equitably protecting both producer* 
and consumers of our agricultural products. Our proposal is:

That price support loans at 90 percent of parity be offered to farmers;
Tha; reserve stocks be maintained under farmers' control in extended-loan 

status;
That the release of stocks from "reserve" status be made when Hie market sig 

nifies that there is a shortage and the need for them exists by a moderate rise In 
prices to 110 percent of parity.

Such a program would provide farmers with the incentives and economic pro 
tection they need In order to produce abundantly to satisfy the needs of domestic 
consumers and our regular export customers.

Further, we have called for the negotiation and entry into by the United States 
of international commodity agreements for major farm commodities in order to 
stabilize prices, supplies and trade In agricultural commodities in the world 
market, th"- protecting also the Interests of our dependable and regular export 
customers against the vagaries of sudden surges of demand from countries that 
only occasionally buy our products.

We recognize that your committee does not have jurisdiction over most aspects 
of such a program. Nevertheless, we believe your committee should take steps to 
insure that any controls over exports of farm commodities that might be exer 
cised by the Executive Branch should not be unfair and injurious to farmers. 
Indeed, injury to farmers would, in the long run, tend to defeat fie very purpose 
of protecting consumers which should be foremost in your consideration of the 
Export Administration. Act.

The present administration Las urged farmers to produce abundantly, promis 
ing that their right to market their products would not be curtailed by governmen 
tal Interference. For three years In succession—1073. 1074, 107S—thin promise 
was violated wantonly, at the cost of billions of dollars In lost income to American 
farmers. Now, we bave a new program, which for the next five years from Octo 
ber 1, 1076. w"il continue to subject sales of U.S. grains to the U.8.S.R. to strict 
control by the Federal Government.

We will continue our efforts to secure a "floor prjce guarantee" for farmers 
at 00 percent of parity. However, we think your committee does have the Juris 
diction, and a positive responsibility, to alleviate damage to fanners and to the 
nation's long-range food-producing capability, that results from such capricious 
action as farmers have experienced during the past -Three years, In flagrant viola 
tion of explicit pledges made to farmers by Secretary of Agriculture Earl Buts, 
President Ford and other Administration spokesmen.

Accordingly, we recommend and urge that S. 8084 be amended by adding the 
following:

"Amend Sec. 4(e) of the Export Administration Act of 1060, as Amended and 
Extended by the Equal Export Opportunity Act, by adding a new sentence at 
the end thereof as follows:

" "The authority conferred by this section shall not be exercised with respect 
to any agricultural commodity unless the average price received by farmers for 
such commodity for the preceding month Is in excess of 110 per centum of parity 
price for such commodity.' " 

Sincerely,
TOUT T. DECHAHT, 

____ National Prertdent.

STATEMENT OP THE NATIONAL ASSOCIATION OF MANUFACTURERS
The National Association of Manufacturers, a voluntary, non-profit organiza 

tion of over 13.000 companies, large and small, located in every state, welcomes 
this opportunity to comment on the proposed extension of the Export Adminfstra-
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don Act As the representative of firms which account for nearly 86% of American 
manufactured goods and the employment of approximately 15 million persons, 
the NAM is concerned that a proper balance be struck which maintains adequate 
export control authority to meet national security and other emergency public 
policy needs, while assuring American industry equitable conditions in compet 
ing for sales in the world market Accordingly, we support 8. 3084 which would 
extend present export control authority, while urging further Improvements 
In the administration of programs establishing under this Act

EXPORT ADMINISTRATION ACT : BACKGROUND

The Export Administration Act of 1969 will expire on September 30, 1976, un 
less extended. This statute authorizes the President to curtail or prohibit exports 
from the United States of any articles, materials or supplies on national security 
grounds, for foreign policy reasons, or because of conditions of short domestic 
supply. Under the current Act, as amended and extended by the Equal Export 
Opportunity Act of 1972 and the Export Administration Amendments of 1974. 
export controls have from time to time been instituted for all three of these 
reasons. Controls have been placed on militarily sensitive products and technol 
ogy, goods traded with unfriendly countries, and to a limited extent on commodi 
ties in which there was a domestic shortage. 8. 3084 would extend this con 
trol authority until September 80, 1079.

COMMENT
Hie NAM recognizes the necessity for controls instituted by the government 

on clear national security grounds. Recognizing the dynamic character and mag 
nitude of threats to TJ.8. security, these controls should be continually reassessed 
to assure their effectiveness, while also seeking to minimize non-essential con 
trols that preclude normal market transactions. It is NAM'g position that U.S. 
controls should be as consistent as possible, within essential national security 
considerations, with the International control standards established by the Co 
ordinating Committee (C COM) of allied countries. Continuing efforts In this 
regard and improved processing procedures will help minimize any competitive 
disadvantage placed upon U.S. firms. There Is a role for government-Industry 
consultation In establishing technical specifications and standards respecting high 
technology equipment as well as technology transfers, having security signifi 
cance. Improved administrative procedures could also be helpful in avoiding 
excessive delays which can hamper or even cause the loss of a commercially 
competitive sale.

NAM is concerned with the potential for greater government utilization of 
export controls for foreign policy reasons, and urges that such action be avoided 
except where there are clearly over-riding national policy considerations, of 
where the nation cooperates and negotiates with other governments to achieve 

common goals and standards of conduct
In the area of export controls on commodities In short domestic supply, we 

would urge the government to be cautions and circumspect in Instituting nnch 
trade restraints. The existence of some authority In this area is proper to allow 
an effective response to unusual supply shortages which could seriously disrupt 
the national economy. An Important role for International cooperation exists, 
and in general the needs of foreign customers dependent on the U.S. for supplies 
should be given appropriate weight In any short supply actions the U.S. might 
consider.

Nevertheless, there Is great potential for excessive use or abuse of this author 
ity. While no easy formula can specify In advance for the proper use of these 
controls, this country's increasing Involvement In the world economy demand* 
that both short-term and longer-run Interests be weighed on a case-by-case basis 
where short supply conditions threaten market disruption. Only a well-admin 
istered program operating under appropriate statutory authority can safeguard 
"D.8. producer and consumer Interests In an Interdependent global economy. Gov 
ernment consultation with producers and consumer groups In utilising short 
Apply controls should he encouraged, perhaps through an advisory board 
•mechanism.

OORCU7BIDH

The NAM believes that the Export Administration Art presently In force 
provides sufficient latitude to the Executive Branch to administer an export con 
trol program necessary to safeguard important national Interests. While urging
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that caution be exercised In using the authority granted under this Act so as not 
to unncessariiy distort the Interplay ot market rorces, tbe MAM supports adop 
tion of a. 3084 to extend current import Administration Act authority.

STATEMENT OF THE AEBOBPACE INDUSTRIES ASSOCIATION or AMERICA, Inc.
This statement is submitted on behalf of tbe Aerospace Industries Association 

of America, Inc., representing the nation's major manufacturers of aircraft, 
spacecraft, engines and other high technology products in demand throughout 
the world. In 19 < 5, for example, exports by our Industry totalled $7.8 billion or 7.4 
percent ot an U.S. exports.

As a member of the Joint High Technology Group on Export Administration, 
we concur with tbe testimony ouered to this Subcommittee by Mr. V. J. Adduci 
on March 23,19V«. However, we would like to take this opportunity to augment 
and emphasize certain points concerning tbe export licensing of commercial 
areospace products. In general we believe there are at least three basic points 
with respect to tbe Export Administration Act tbat are fundamenal to a success 
ful U.S. trade policy. The emphasis c* U.S. technology export control is not 
changing. In-depth analysis of every application and tbe maintenance of a lengthy 
Commodity Control list continue to be stressed. Due to tbe absence of well estab 
lished criteria for evaluating technology transfers, this system Is cumbersome, 
results in delays and does not provide guidance for U.S. firms interested in devel 
oping foreign markets. While the Act itself, as written, is not seriously defiicent 
from the standpoint of our industry, its Implementation to date has revealed the 
need for the following:

(1) A clear, coherent policy framework within which U.S. industry can operate 
with confidence;

(2) Efficient, expeditions and consistent implementation of both the procedures 
required by the Congress and the executive regulations which subsequently 
evolve;

(3) A single focal point for developing and administering U.S. policy. 
In the remainder of the statement, we will discuss the numerous problems 

which result from these three deficiencies in the present export control system.
NEED FOE CLEAB FOUCT IVAMEWOBK

In theory, U.S. policy concerning technology transfer could lie somewhere along 
a spectrum bounded, on one end, by the notion that all technology and techno 
logical knowhow is unique, non-reproducible, and should not be transferred to 
anyone, under any conditions. On tbe other end of the spectrum might be the idea 
that the United States is so superior In Its technological development and exper 
tise that we would always be ahead of the game, no matter what we sold to 
other countries or when we did so. Obviously, prudence in what remains a 
chancy and unpredictable world would dictate that U.S. policy 11* somewhere 
between those two extremes. The United States can neither stop the world, nor 
take the total responsibility for bringing others Into the technological age. We in 
the aerospace industry are in total agreement with tbe concept of responsible 
policies, resulting in well thought out limits.

What we must decide is the degree to which we can most fully utilise (i.e., sell) 
our technology as a replaceable national resource, thereby benefitting the nation's 
balance of payments and employment prospects, while staying within the limita 
tions of total national interest.

We are presented with two, silently differing opinions on this subject in the 
form of the Defense Science Board's report entitled, "An Analysis of Export 
Control of U.S. Technology—A DOD Perspective'' and the General Accounting 
Office's report entitled, "The Government's Bole In East-West Trade—Problems 
and Issues." While the GAO report found that the Qovenuaent needs to establish 
rules and procedures to protect U.S. interests with respect to trade with com 
munist countries, it also noted that soeb rotes and procedure* should promote 
overall U.S. interests. Tbe Defense Science Board's treatise emphstlits control of 
many forms of non-strategic transfers. Tnis is quite proper, in that theirs wa» a 
Department of Defense perspective, as noted in the title.

The Defense Science Board study Included *"«*t'^gf and recommendations con 
cerning technology transfer in the following areas of high technology: (1) air- 
frames; (2) aircraft Jet satfMs; (S) instrumentation; and (4) solid state
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devices. Inasmuch as these areas cover a large part of aerospace technology and the 48 individuals who wrote this analysis represent some of the nation's most 
sophisticated and talented technology experts in both the private sector and 
Government, we believe that the study deserves careful attention. Its recom 
mendations address technology transfer from a defense/security position, but 
many of the recommeiidatiuus deal with specifics concerning the. export or 
transfer of civilian aerospace products. It is in the latter area that A1A wishes 
to stress, and to endorse as pertinent, points and procedures which should be 
adopted by the U.S. Department of Commerce. The Department of Commerce, 
of course, has both the obligation and the authority under ths Export Adminis tration Act to control the export of civilian or commercial aerospace products 
throughout the world. Therefore, AIA would emphasize the following recommen 
dations from the Defense Science Board study and urge that they be used as 
specific guidelines in the Export Administration Act:

(1) A new approach to controlling technology export is overdue;
(2) The objectives and strategies for controlling these technologies should Vie 

developed by knowledgeable individuals from Government and private sector,?. 
In addition, these stuAy groups should identify critical elements of each tech 
nology as denned in the report;

(8) Adequate resources should be assigned to Interface with the groups devel 
oping this information, to provide a means for implementation of these objectives 
In assessing: technology transfer cases;

(4) These objectives and strategies should be developed as quickly as possible, 
and communicated to other U.S. agencies and CoCom member nations;

(B) Specific guidelines for these technologies should be prepared and released to private firms;
(6) Simplified criteria for evaluating product sales, emphasising Intrinsic 

utility rather than commercial spedflcattona and intended end use, should be de veloped and applied to classes of products;
(7) Aggressive goals should be Published for the time required to respond to 

license requests; e.g., 90 percent of all requests should be answered within 10 days and 8 percent within two months. Studies should then be undertaken to find 
eolations and alternates that would allow these goals to be realized.

(8) Development of a "decision-tree" analysis that would lend Itself to com 
puter-aided screening of license applications should be undertaken. Experienced 
groups such au consultants In this field or computer systems specialists In the 
Commerce Department could be used to develop these methods.

In further support of this study, A'A stresses the point that the absence of 
established criteria for evaluating technology transfers reinforces the cumber 
some case-by-case analysis of all export applications. Government-to-government 
scientific exchanges should be monitored to ensure consistency with restrictions 
on export of strategic U.S. technology. CarefuUy chosen export controls can aid 
In the maintenance of. and at times maximise, the lead time of U.S. strategic 
technologies as compared with other nations. Handily Important to lead time is a 
vigorous BAD activity, creating new technological advances.

The problem is that while we might concur with parts of mis Defense Depart 
ment policy, there is also a Department <?. Commerce perspective and a Depart 
ment of State perapecUfe. Industry sJso has a view of the strategic or non- 
strategic potential of Its products.

within this broadly decentralised structure that have arisen other considera 
tions, which might be described as "national interest," as opposed to "national 
security,'* problems. While no one would dispute that U.S. business activities 
should be In dte national Interest, there has been an Increasing, and we believe 
misplaced, effort to attach to their delicate structure various sociological and 
diplomatic burdens which Might better be handled la some other manner.

added to this complicated situation Is the CoCom agreement. While the basic 
concept of OoOon is worthwhile and certainly evolved out of a rituatin which 
caned for decisive management, I* our view It has, In Its present form, largely 
served Its purpose as a control mechanism and should be reviewed and updated If 
ft is to constitute a workable, reaUstie response to old problems whlrtt still exlrt, 
as wen as to new ones which have arisen. The administration of CoCom is slow 
and nawteUy. U.S. oafeiate should constantly reassess world conditions and 
technological advances within sad outside the communist sphere. TOT Instance, 
we would atroagty recommnd that nader U.S. Government sponsorship, a careful 
analysis he Made of the state of the art la aerospace technotec? in the lartnstrtsl 
nation*. Thta would provide a partial haste for updating and modernising the
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In short, there is an urgent need to reevaluate onr entire technology export 
policy. Whether this should be done by the Congress or the Executive Branch 
or by both in concert with industry, it Is not within our purview as a user of the 
system to say. Naturally we would prefer the latter approach. Nevertheless, we 
urge the Government to address some of these problem areas In a spirit of real 
ism, pragmatism and with confidence In the judgment and self-renewing prop 
erties of American high technology industry.

IMPROVEMENT OF LICENSE APPLICATION PBOCEDUBES

On a more mundane and less philosophical level, we turn to the second major 
felling of the present system, the need for more efficient licensing procedures.

Under the present export licensing system, as administered by the Commerce 
Department, there does not appear to be a well organized priority system for 
handling license applications and screening the various categories and classes of 
technology exports. We believe much can be accomplished In this area by assessing 
technology rather than commercial products, listing key technologies and products, 
stressing export control on the basis of capability rather than commercial speci 
fications. Sorting products into appropriate classifications, the lowest classifica 
tions, the lowest classification requiring only a quick evaluation and the highest 
requiring a thorough review, would also be beneficial. Such a system, if care 
fully developed, could convert the routine processing of many export lliense 
applications to a computerized operation.

Assuming that a cohesive technology export policy could be evolved and as 
suming that its implementation cocld be consolidated or centralized in some way, 
we would urge the Congress to place legislative deadlines on the actual licensing 
process. We would suggest If the license had not been approved wtihin 00 days, 
that it be issued automatically or placed in a special category. This would place 
an effective constraint on bureaucratic procrastination and would have no adverse 
effect on the necessary technical study and analysis which accompanies license 
actions.

We further recommend that the Department of Commerce or other concerned 
agencies be required to keep companies informed of the status of their applica 
tions. As the segment of industry requiring the longest processing time, high 
technology industries face difficult marketing problems in keeping their customers 
encouraged and informed about the status of their Intended purchases.

It would also benefit both tbe Government and the petitioning companies If 
the reasons for license denial could be spelled out In detail. All too often "national 
security reasons" is stamped in automatically. This enables the agencies to camou 
flage diplomatic or sociological reasons, thus making an accurate analysis of the 
licensing process and how It works virtually impossible. It also denies to industry 
Information crucial for appeal or adjustment prior to reappllcation. In tbe end, 
more time is wasted, because industry has no way of knowing whether or not 
a similar license will bs denied and thus submits it and start* the process anew,

NBD ID* A TOCAl POINT

Somewhat related to a coherent policy framework la onr third point, the need 
for a more localised, accessible and manageable focus of U.S. export policy and 
export policy administration. At the moment, high technology exporters are being 
unnecessarily segmented. The Department of Defense, reasonably enough, ex 
amines subject licenses from a rather broad-gauge national security standpoint. 
The Department of State views such exports from a diplomatic standpoint. While 
mandated to consider certain business Implications of such exports, the Com 
merce Department by virtue of being tbe lead agency in license applications, has 
frustrated many segment* of business because of the slowness of its license 
procedure*. We would recommend that these three agencies collectively re- 
examine tbeir control procedures and lists In order to see where and why there 
la overlap and what can he done to streafeHne tbe entire export licensing process. 
We believe tbe Idea should be explored of getting cognisant oflcUto of the thrse 
controlling agencies together, la one room, on a peridic bads t review a set case 
load of tronbtesome applications and complete action OB them. The present sys 
tern does not keep up with tbe workload and wastes Government time as wen as 
oars.

At the moment, the harden of prouf is on tbe manufacturer. He Is required to 
prove ttttt Ms prodoct can never be oscd In opposHiou to the security interests 
of tbe United States. When in docbt, sty no, seems to be tbe policy. We beMeve 
that development of a (Kirtmliawl source of pottey and aatboritr, tacks* •? by
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extensive engineering knowledge of the state of the art In the United States and 
the recipient countries, will make these findings more rational and more accept 
able. We urge the Congress to work with the Executive Branch and with Industry 
to develop such a system.

CONCLUSION
We urge that both Congress and the Executive Branch recognize that the 

delays Involved In the export licensing process place an undue burden on U.S. 
manufacturers In their efforts to compete in the international marketplace. No 
one disputes the right—indeed, the obligation—of the United States Government 
to monitor and control the movement of sophisticated technology around the 
world.

However, we would like to remove the adversary aspect from the technology 
transfer process here at home. We have a legitimate, informed and responsible 
desire to sell our products and In some cases, our knowledge, abroad. We do BO 
knowing that we must constantly update and expand that knowledge or else 
suffer our own economic reversals. The Government, on the other band, has a 
recognized obligation to protect the Interests of the country. We see no considera 
tion there. We can work together to evolve sensible and realistic ways of 
accommodating, within the realm of reasonable compromise, both objectives and 
we would welcome the opportunity to do so.

STATEMENT or THE GENERAL AVIATION MANUFACTUEEBS ASSOCIATION
I am Edward W. Stlmpeon, President of the General Aviation Manufacturers 

Association (OAMA). Our membership Is composed of thirty-four companies 
that manufacture 99 per cent of the aircraft, engines, avionics, and component 
parts used In general aviation.

We concur completely with the presentation and specific recommendations 
made by the Joint Industry Group. We hope that thle Committee will give 
serious consideration to the recommendations and facilitate their implementation 
into law.

The United States general aviation Industry has developed and maintained a 
world leadership position. Sometime this year, the Industry will export Its 
60,000th aircraft, and over 90 per cent of the world's fleet has been manufactured 
In the United States. We want to keep this world leadership position. We are also 
the leading producers of engines and avionics for general aviation aircraft pro 
duced both in the United States and abroad.

Historically, about 25 per cent of the United States general aviation production 
has been exported. In 1975, U.S. general aviation manufacturers exported 3,560 
airplanes valued at more than 340 million dollars to over 86 countries.

The growth In general aviation, both In the United States and throughout the 
world, Is attributable to the Increasing transportation, industrial, and agricul 
tural role of the general aviation airplane. The general aviation airplane Is no 
longer regarded as a luxury, but as essential transportation and economic neces 
sity Most of the sales abroad are in the private vector for business u«e.

General aviation products do not usually involve what la regarded as high 
technology. General aviation products are basically products of well known 
design and technology.

Thin mcoesftfnl record of export growth ban come about a« a resnTt nf sys 
tematically preparing and establishing a worldwide network of sales outlets 
(outside of the Soviet Bloc) ; by training our international dales staff in the 
techniques of marketing «nd by designing technological variations of our air 
planes to apply them to specific foreign requirements. Independent businemps 
located In individual countries have been the keystone to the International 
distributor-dealer network. Substantial capital Investments now exist around 
the world In sales and technical Installations to provide repair, overhaul, and 
warranty set flees to the airplane customer, and generally perform the functions 
of a fixed-bane operator comparable to the beat general aviation installation in 
the United States.

This effort has been going on for over thirty years, and U.S. manufacture™ 
have been providing airplanes to the peoples of the world becanae our products 
hare tcrned the confidence of public and private sector customers due to th« 
Integrity at our method*, tbe quality of our products, and their usefulness.
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In addition to being utilized in the industrialized and developed countries, 
vast benefits and opportunities for use are manifesting in the developing world. 
There the airplane is inseparable from economic development. To build rail 
roads and other surface transportation systems is time-consuming and costly. 
The airplane can also establish communications more efficiently in minimum 
time. In areas where, for centuries, life has proceeded on the village level, peoples' 
horizons have been widened by the opportunity to travel to distant destinations. 
Communications are needed with remote and inaccessible sites where raw mate 
rials or oil are extracted. Agricultural development programs and the whole spec 
trum of expanded economic activities require for people to be mobile. As more 
airplanes are placed in service, more pilots need to be trained, and fleets of single 
and multi-engine trainers are sold for these requirements. Areas must be surveyed 
for natural resources; countries have to be mapped. As more airplanes operate, 
airport networks have to be extended, and we supply airplanes equipped with 
airborne electronics to calibrate the navigation and communications facilities 
for flight safety. Public health services need airplanes for rescue and evacuation; 
we have built airplanes with complete Intensive care units to bring medical 
services to the Australian outback or to farmers in the jungles of Venezuela and 
the new nations of Africa.

We view the world market for the general aviation airplane as increasing and 
potentially equaling the domestic market. However, to realize this goal, there 
are man; challenges. Foreign competition is increasing, the world energy crisis 
has precipitated a variety of import restrictions in foreign countries, tariff and 
non-tariff barriers restrict the flow of trade, protectionist!? actions have been 
taken by a number of countries to protect their aircraft industries. These are 
serious impediments to the continued growth of general aviation airplane exports. 
However, one of our biggest concerns is not overseas, but rather, right here in 
Washington, D.C. with the policies and practices of our own U.S. government

The U.S. licensing system is viewed by our foreign competitors a" one of their 
selling advantages. Our industry has experienced unnecessary delays and we have 
lost sales. We have seen needless and apparently unnecessary coordination and 
confusion between agencies of our government. Unexplained foreign policy con 
siderations have extended the deliberations of validating licenses, and Inordinate 
delays result.

We have attempted for almost two years to have the U.S. Dapartment of Com 
merce amend the regulations, to update the regulations, and to reflect more 
realistic controls of technology. For example, Interpretation 20 applies to the 
export of aircraft for civil use—whethei It is a wide-bodied 747 or a two seat 
type trainer. The qulpment list of Interpretation 20 requires a validated license 
for such ancient equipment as a single side band radio (in existence for 30 years) 
and a 720 Channel VHF radio which is required by our own Federal Aviation 
Administration to be installed in U.S. registered aircraft. This technology exists 
worldwide. It is not new technology. Yet, because of COCOM, United States 
aircraft manufacturers must apply for a license to export aircraft to many 
friendly nations. The problems of licensing delays, coupled with the fact that 
foreign competitors are teing assisted by their government, is causing difficulties 
for U.S. companies.

COCOM, as we understand it, was created to control certain types of techno 
logical exports to the Soviet Bloc countries. The COCOM equipment list should 
be immediately revised and should not be used as a basis to control general avia 
tion airplane exports to countries outside of the Soviet Bloc. If there are foreign 
policy considerations for not doing business with certain countries, this should 
be duly established and justified to the Congress and the exporter.

The content of Interpretation 20 is woefully outdated and obsolete. Its use 
for other purposes abrogates the Intent of Congress as set forth in Section 3, 
Declaration of Policy of the Export Administration Act

In conclusion, we would urge'the Congress to be more directive in this legisla 
tion with regard t. "•* use of qualified experts from industry in establishing 
export controls. It does not make sense that technology that has existed for 
decades and is In use by foreign countries, friends and foes alike, should be an 
impediment to the export of U.S. made products, by our own government. Through 
effective consultation with industry and a requirement to be responsive to in 
dustry recommendations on a timely basis, these problems could be readily 
resolved in the best Interests of our nation.

In recent weeks, our Association has made a number of recommendations to
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the Department of Commerce, Council on International Economic Policy, and 
the Department of State, which we believe will facilitate trade without com 
promising the stated purposes of the Export Administration Act. The time ia 
overdue for an overall updating and simplification of the current system. We 
are hopeful that working together we will be able to achieve legislation and 
regulations which will improve the entire process.

NATIONAL ASSOCIATION or WHEAT QROWEBS,
Washington, D.C., April It, 1916. 

Hon. ADALI E. STEVENSON,
Chairman, Subcommittee on International Finance, Committee on Banking, 

Housing and Urban Affairt, Dirksen Senate Office Building, Washington, D.C.
DEAR CHAIRMAN STEVENSON : I am writing with reference to your Committee's 

consideration of S. 3084, a bill to extend the Export Administration Act of 1980, as 
amended.

The nation's wheat farmers are very concerned about recent actions taken by 
the Executive Branch to restrict grain exports, in contravention of the standards 
and procedures set forth in the Export Administration Act. We request that, in 
conjunction with any extension of the Act, Congress make clear that the Act is 
the exclusive authority for export restraints, and the President cannot restrict 
exports through "voluntary" restraints or other measures not authorized by 
Congress.

A high level of exports of agricultural commodities is in the best interests of 
agriculture, the national economy, and the people of the importing countlres of 
the world. We believe that the achievement of a high level of exports can be best 
facilitated through free movement of market forces. Any action to restrict Inter 
national trade, or to retard the adjustment of such trade to the changing condi 
tions of supply and demand, not only Is detrimental to the farmer, but also re 
duces the balance of payment benefits achievable from our agricultural exports.

The importance of unimpaired access of agricultural products to export market, 
and the disruptive effect of export controls on agricultural commodities, is recog 
nized in Section 4(f) of the Export Administration Act, which generally prohibits 
the imposition of export controls with respect to any agricultural commodity if 
the supply of such commodity is in excess of the requirements of the domestic 
economy. A limited exception to this prohibition exists where overriding con 
siderations of national security or foreign policy actions required to fulfill U.S. 
international responsibilities are concerned.

The National Association of Wheat Growers considers that Section 4(f) sets 
forth an appropriate standard and clearly states the strong presumption against 
the use of export controls for agricultural commodities, because of the severe 
adverse consequences that from limiting agricultural exports.

Unfortunately, however, the Executive Branch recently has circumvented the 
policies so clearly stated by Congress in the Export Administration Act by resort 
to "voluntary" export restraint schemes. In October, 1974, President Ford and 
other Executive Branch officials caused two major grain exporting companies to 
withhold wheat and corn sales to the Soviet Union. Immediately thereafter, the 
Department of Agriculture established a "prior approval" system, under which 
exporters were instructed to obtain Department of Agriculture approval for any 
export sales in excess of specified amounts. Later, in the summer of 197S, the 
Department of Agriculture, in cooperation with the grain trading companies, 
Imposed a moratorium on sales to the Soviet Union, which rrmnlned in effect for 
approximately three months. In September, the Administration obtained a com 
mitment from Poland not to buy U.S. grain for a period of time. Finally, in Octo 
ber of 1975, President Ford announced the conclusion of an airreement between 
the U.S. and the USSR regulating Soviet purchases 6f wheat and corn for five 
years, beginning in 1976.

These various actions had several thinm in common. First, they were taken 
outside the structure of the Export Administration Act. and no determinations 
as required by the Act for restraints were inconsistent with the Export Adminis 
tration Act, because tbe ConjrressionfUly prescribed conditions for imposing ex 
port controls did not exist. Third, the restraints were imposed in response to 
domestic political pressures arising from certain special interest group*, and were 
taken without any consultation with those people most directly affected*-Amerl- 
can fanners, And, fourth, tbe restraints had an immediate adverse atfect on



201

farmers, by depressing grain prices and denying growers the opportunity to 
market their wheat at levels which would return production costs and a reason 
able margin of profit. Fanners were consequently forced to incur Interest charges 
plus added costs for storing, Insuring and maintaining the quality of their grain.

Nor was there any benefit to the national economy. To the extent foreign buyers 
were precluded by the restraints from filling their requirements in the United 
States, they turned to alternate suppliers, giving other countries the benefit of 
the sales.

Our Association believed that these iil-advised Executive Branch restraints, 
which were taken in disregard of the Export Administration Act were of question 
able legality, and we retained a Washington law firm to make a legal study of 
the situation. As a result of their analysis, counsel advised that, in their view, the 
President did not have authority under either the Constitution or existing legis 
lation to enter into the Soviet Grain Agreement; that the "prior approval" system 
of export licensing and the 1975 moratorium on sales to the Soviet Union were 
inconsistent with provisions of tbe Export Administration Act (in particular, 
Sections 4(d) and 4(f)) ; and that conduct to restrict sales pursuant to the 1075 
moratorium may have violated the antitrust laws of the United States.

We believe that appropriate action should be taken to prevent further use by 
the Executive Branch of so<alled "voluntary" actions restricting agricultural 
exports, except to the extent that such actions are specifically authorized by the 
Congress pursuant to Its power to regulate foreign corof""-'ie.

Because the Executive Branch has proceeded to impose restraints notwith 
standing the absence of legal authority, specific statutory prohibitions against 
such unauthorized acts appear necessary. Accordingly, the National Association 
of Wheat Growers supports amendments to the Act along the lines of those sug 
gested by Senator Dole. These would, among other things, prohibit the Federal 
Government from restricting agricultural exports throuf1 ' 'ie negotiation of 
voluntary restraints on sales to a foreign gorernment, ain. vvould also prohibU 
either required or voluntary prior approval of farm export sales.

We further suggest that the following provision be added to the Act to make 
clear that the power to authorize international agreements regulating trade in 
grain rests with the legislative Branch:

"The President shall not enter into any agreement or other arrangement with 
any foreign country regulating trade in grain (including sales, purchases, expor 
tation or Importation), except as a treaty subject to the advice and consent of the 
Senate, or as specifically authorized by statute."

In addition, In view of the recent failures of the Executive Branch to consult 
with the agricultural sector prior to imposing export restraints, we believe a spe 
cific consultation requirement should be added to the Export Administration Act. 
We request that Section 4 (f) be amended by adding the following sentence at the 
end thereof:

"The Secretary of Agriculture shall not make any approval under this subsec 
tion unless he has first published in the Federal Register notice of the proposed 
exercise of authority and has pi-ovided a reasonable opportunity to producers of 
the commodity involved to comment thereon, and has taken Into consideration the 
comments received."

We very much appreciate this opportunity to submit our views concerning 
extension and amendment of the Export Administration Act, and we respectfully 
request that this letter be made a part of the Committee's hearing record on 
S. 3084.

Sincerely,
JERBT REES, Executive Vice President.
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EXTENSION OF THE EXPORT ADMINISTRATION ACT

TUESDAY, MABCH 83, 1976

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS,

SUBCOMMITTEE ON INTERNATIONAL FINANCE, -
Washington, D.C.

The subcommittee met at iO a.m. pursuant to call, in room 5302, 
Dirksen Senate Office Building, Senator Adlai Stevenson (chairman 
of the subcommittee) presiding.

Senator STEVENSON. This morning the Subcommittee on Interna 
tional Finance resumes hearings on S. 3084, and our first witness is my 
distinguished colleague, Senator Dole.

STATEMENT 01 ROBERT BOLE, U.S. SENATOR FROM THE 
STATE OE KANSAS

Senator DOLE. Mr. Chairman, for the sake of saving time I will ask 
at this time that my entire statement be made a part of the record.

Senator STEVENSON. The full statement will be entered in the record.
Senator DOLE. I am pip.ased to have an opportunity to appear here. 

I have supported the Export Administration Act and shall continue 
to do so. ft o one can deny the importance of our exports to all segments 
of the economy and our future in that capacity is protected through 
the proper interpretation and administration of this act.

I would comment briefly on my two amendments which arc designed 
to assure our good customers access to buy our agricultural commodi 
ties. One proposed amendment that I 3ubmit today would prohibit 
certain practices used the past 2 years to circumvent the provisions of 
sectionA (f) of the Export Administration Act; that is, prior approval 
reporting of export sales of agricultural commodities and the request 
for voluntary purchase restraints from a foreign customer.

My second amendment is a positive approach to encourage more 
purchases of agricultural commodities by our regular customers so 
that they may establish reserves of these commodities here in the 
United States without fear of export controls at a future time.

For a proper consideration of thes^ amendments it would be well 
to follow briefly a chronology of eve its since 1973 when the soybean 
embargo was imposed. On June 27,ls)7o, the United States imposed 
an embargo on soybeans, cottonseeds and the products thereof. On 
September 21,1973, the Commerce Department revoked these controls 
affor soybean prices had dropped from $10 per bushel in June to $4.?5 
per bushel average for tha marketing year.

On October 4, 1974, the Department of Agriculture—and I might 
say parenthetically that this was about a month before the election of

(208)
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1974 and I was running in Kansas. Much to my chagrin President 
Ford announced a prior approval reporting system for export sales 
of grain. That price approval requirement was revoked on March C, 
1975. Prices farmers received for their grain had nosedived,

On August 11,1975, the Federal Government asked grain companies 
to ston selling to Russia and asked Russia to stop buying. This was the 
so-called voluntary restraint. Later in August it was supported by the 
Maritime Unions and the AFLr-CIO and became known later as a 
"voluntary restraint" program. On October 20, 1975, President Ford 
announced that a 5-year agreement with Russia to purchase American 
grain had been signed, but in that time frame the price of wheat, for 
example, in Kansas had drom I from about $4.11 per bushel to $3.58 
per bushel; corn dropped fium $2.76 per bushel to $2.33 per bushel; 
and soybeans went from $5.32 per bushel to $4.45.

We all want to make certain that in the time when our security may 
be threatened or it may not be in our national interests, that the Presi 
dent will have a right to move in, as lie does have in the Export Ad 
ministrator Act. I don't 'believe that any administration should arbi- 
trarilv use the act to single out farmers or any other group in our 
economy in an effort to drive down prices. The act, provides for the 
use of export controls on agricultural commodities: (1) to the extent 
necessary to further significantly the foreign policy of this country; 
(2) to fulfill our international responsibilities; (3) fo the extent neces 
sary to exercise vigilance over exports from the standpoint of their 
significance to the national security of the United States. I hope that 
the subcommittee and the full committee may consider my amend 
ments—and I'm certain they will. In any event, I intend to pursue 
these amendments, if necessary, when the bill comes to the floor.

My amendments would clarify the procedure of the Export Ad 
ministration Act. It gives cur producers some assurance of access to 
export markets for their agricultural commodities. It would help 
restore confidence to our foreign customers that the United States is 
indeed a reliable and faithful supplier of agricultural commodities. 
That's with reference to the first amendment.

With reference to the second amendment, it would encourage for 
eign customers to buy from us in time^ of plentiful supplies and upon 
certified approval by the Secretary of Agriculture store these com 
modities in our existing storage faci i.ities as a reserve without fear of 
future controls. And many countries would buy cram now if they had 
a place to store it. If they don't have facilitias in their own country, 
they would buy the grain and store it here for at least a 12-month 
period after it had been properly certified by the ITSDA, and they 
would not be subject to some arbitrary export controls.

The grain ws harvest and store today in licensed, bonded ware 
houses is stored according to the characteristics of that grain. This 
amendment would permit the establishment of food reserves. I think 
it will be of benefit to America—not just fo? the foreism countries— 
but would apply equally to producers in this country. We ha\-e, as the 
chairman knows, coming from a great agricultural State, tremendous 
capacity to products Our farmers, and I think most farmers in Amer 
ica want unfettered access to world markets. They were promised that 
bv President Ford ind his predecessors in office but we find time after 
time some arbitrary measures being taken to in effect close that access
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and drive down prices. We feel that we can beat serve the American 
consumers, the American producers, as well as our foreign purchasers, 
by trying to tighten up the Export Control Act to prevent so-called, 
prior approval or voluntary restraint controls.

My first amendment states, in brief, that neither the President or 
any officer, agency or instrumentality of the Federal Government may 
require or provide on a voluntary basis for the prior approval of the 
export sale of feed grains, wheat, soybeans arid other agricultural com 
modities or the products thereof. It also provides that neither the 
President nor any officer, agency or instrumentality of the Federal 
Government may restrict the sale of feed grains, wheat, soybeans and 
other agricultural commodities or the products thereof through the 
negotiation of voluntary restraints which was the method last used by 
President Ford. He, in effect, told the Russians not to buy any wheat. 
He told the grain companies not to sell any wheat, and we would 
simply say that that practice would be prohibited.

I would also make part of the record copies of nr amendment^ and 
submit the chronology of recent decisions affecting U.S. foreign policy 
as relating to agriculture for the committee's use in studying these 
amendments. I would also &sk permission to submit a table furnished 
by the Department of Agriculture indicating the impact of domestic 
price of bread of the value of the wheat obtained in a 1-pound loaf of 
bread at various prices of wheat.

Senator STEVENSON. The submissions will be entered in the record.
Senator DOLE. Mr. Chairman, that concludes my testimony. If there 

are questions I would be happy to respond.
Senator STEVENSON. Senator Dole, we are grateful to you. I certainly 

share your distaste for embargo quotas, voluntary restraints, 
and I can assure you that these amendments will be given careful 
considerations.

I do think, though, we have to strike a balance, and I think you 
recognize that. There must be reserved in the Government some export 
control authority for the sake of the domestic economy and also for 
foreign policy reasons. I would be interested in your reaction, but I 
thought the second grain deal was a large mistake, not only because 
it injured American farmers, but because it assured the Soviet Union 
that it would have access to our markets at the minimum amounts 
guaranteed regardless of its conduct in Angola, the Middle East, the 
SALT bargaining table. Consequently, it seems to me that while it's 
desirable to give good customers assurance of access to the American 
market, there ought for those political reasons to reside in the govern 
ment the authority to control exports to our adversaries. So that's the 
kind of balance, it seems to me, we ought to strike.

Senator DOLE. I share that view. There must reside in any adminis 
tration—the President must have the authority to strike the balance 
and I think most farmers or other producers understand that. They 
may be somewhat selfish as far as price is concerned. They understand 
that the more they export, the higher the price, depending on the 
supply; but there are the political considerations whether it be Angola 
in the recent past or something else in the future. We give the Presi 
dent some authority under the provisions of the act. I don't quarrel 
with that, but he just can't arbitrarily step in—as he did at the time 
of the prior approval back in 1974—we didn't have any problem of the
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kind outlined in the act. We had some problem with Russia with ref 
erence to Jewish emigration, but it just seemed to us that the President 
stepped in because farm prices were high and we didn't feel that was a 
good enough reason. If he wants to drive down fa_rm prices—I don't 
suggest just President Ford did, but I don't believe any President 
should be allowed to use export controls to drive down farm prices 
after he has ask the farmers to plant fence TOW to fence row. But to 
step in on October 4, 1974 and announce what amounted to an em 
bargo—they say it's not an embargo—I think was unfair. 

[Complete statement and additional material follows:]
STATEMENT or ROBERT DOLE, U.S. SENATOR FBOM THE STATE or KANSAS

Mr. Chairman, I am pleased to have the opportunity to appear before the sub 
committee today to recommend two amendments to the Export Administration 
Act.

I have supported the Export Administration Act and shall continue as it is 
designed to promote and expand exports whenever practical as long as those ex 
ports are in the national Interest and security. No one can deny the importance 
of our exports to all segments of the economy and our exports have been the key 
to the United States being a world leader. Our future in that capacity is pro 
tected through the proper interpretation and adminlstr.it.lr... ^f this act.

My amendments are designed to assure our good customers access to buy our 
agricultural commodities. One proposed amendment that I submit today would 
prohibit certain practices used In the past 2 years to circumvent the provisions of 
Sec. 4(f) of the Export Administration Act . . . i.e., prior approval reporting of 
export sales of agricultural commodities and the request for voluntary restraints 
from a foreign customer.

My second amendment is a positive approach to encourage more purchases of 
agricultural commodities by our regular customers so that they may establish 
reserves of these commodities here in the United States without fear of export 
controls at a future time.

For proper consideration of these amendments it would be well to follow briefly 
a chronology of events since 1973 when the soybean embargo was imposed. On 
June 27, 1973, the U.S. Imposed an embargo on soybeans. Cottonseeds, and the 
products thereof. On September 21, 1973, the Commerce Department revoked 
thess controls after soybean price"} had dropped from $10 per bushel in June to 
$4.75 per bushel average for the marketing year.

On October 4, 1974, the Department of Agriculture announced a "prior ap 
proval" reporting system for export sales of grain. When the "prior approval" 
requirement was revoked on March 6,1975, prices farmers received for their grain 
had nosedived.

On August 11, 1975, the Federal Government asked grain companies to stop 
selling to Russia and asked Russia to stop buying". This program was supported 
by the maritime unions and the AFL-CIO and became known later as a "volun 
tary restraint" program. On October 20, 1975, President Ford announced that a 
5-year agreement with Russia to purchase American grain had been signed. 
During this period the average price paid to fanners for wheat dropped from 
$4.11 per bushel to $3.58 per bushel; corn dropped from $2.76 per bushel to $2.33 
per bushel; and soybeans went from $5.32 per bushel to $4.45.

Mr. President, three times in the past 3 years we have seen our farmers singled 
out in these diverse forms of export controls. I do not believe, nor do the farmers 
of this Nation believe, that the President should be denied the right to stop ex 
ports because of a threat to the national security. The Administration deserves 
that right and has that authority in the provisions of the Export Administration 
Act. The act provides for the use of export controls on agricultural commodi 
ties . . . "to the extent necessary to further significantly the foreign policy of 
the United States and to fulfill its international responsibilities, and to the ex 
tent necessary to exercise the necessary vigilance over exports from the stand 
point of their significance to the national security of the United States."

However, the act further provides that the desirability of subjecting particular 
items to export controls should be subjects! to review by consultation with rep 
resentatives of appropriate U.S. agencies a.. 1' qualified STperts from private in 
dustry and that export controls shall not be'imposed with respect to any agricul 
tural commodity without the approval of the Secietary of Agriculture and that
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the Secretary shall not approve such action during any period for which the sup 
ply of such commodity Is determined by him to be in excess of the requirements 
of the domestic economy in the cases cited above—for national security reasons 
or to further significantly the foreign policy of the U.S.

I submit, however, that those controls should be imposed out of concern 
for the welfare of the domestic economy and that may have an important 
bearing upon fulfillment of the foreign policy of the United States or that 
may ad"ersely affect the national security of the United States. (Sec. 2(1) (2). 
The President must follow the procedure outlined in Sec. 4(f) which requires 
that controls on agricultural commodities be approved by the Secretary of Agricul 
ture and that he may not approve such controls when the supplies of those 
commodities are in excess of domestic need, unless necessary in the fulfillment 
of foreign policy or in the Interest of national security. (Sec. 3(2) (b 4 c)

The actions outlined were taken unilaterally without any declaration of inade 
quate supply or without exemptlve Justification.

CONTROL PROHIBITION AMENDMENT

SUMMABY OF BENEFITS 
My first amendment will:

1. Clarify the procedure of the export administration act;
2. Give OUT producers some assurance of access to export markets for their 

agricultural commodities, and;
3. Help restore confidence to our foreign customers that the United States 

is indeed a reliable and faithful supplier of agricultural commodities.

EXPOBT RESERVE AMENDMENT
The second amendment I offer today would encourage foreign customers 

to buy from us in times of plentiful supplies and upon certified approval by 
the SEC store these commodities in our existing storage facilities as a reserve 
without fear of future controls.

The grain we harvest and store today In licensed, bonded warehouses is 
stored according to the characteristics of that grain. The moisture and clean 
liness and sometimes other characteristics are identified. The grain is then 
comingled with grains of comparable quality and each bonded warehouse is 
obligated to deliver grain of at least the same quality on demand. Such inter 
changeable commodities (fungible) readily adapt to the 12-month storage 
requirement of this amendment since there would be no need to preserve the 
identity of a particular lot of grain. It would encourage the forward purchasing 
of agricultural commodities and eliminate the need to make large purchases 
as we have seen demonstrated by Russia.

INCREASE WORLD FOOD RESERVES
This is legislation that accords with the philosophy of the World Food 

Conference in Rome. It facilitates and encourages steps to resolve the perennial 
starvation and malnutrition in various places around the world. Yet it allows 
the nations In need of food to help themselves. After all, each individual nation 
should be best able to recognize its own food requirements.

The philosophy of our own Food For Peace program has been to help less 
fortunate nations help themselves. My amendment accords with that philosophy.

We have a great storage capacity already in existence—available for other 
nations to place tht-ir reserve stocks at appropriate rates. That storage system 
was built to contain the huge CCC surplus that existed a few years ago and is 
now being underused. If foreign nations are permitted to use this storage, they 
will be able to establish reserve stocks without making the huge capital Invest 
ments for storage facilities.

Many nations like India and Bangladesh have heavy economic burdens 
already. It makes sense to let them use the storage facilities we have already 
built so they can establish reserve stocks without the additional expense of 
building storage.

BENEFIT TO UNITED STATES
The benefits of this bill are not Just for foreign countries, but apply equally 

to the United States.
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The biggest advantage for us Is that planning and orderly marketing will be 
greatly Improved. When foreign bnyen contract for 12 months or more In ad 
vance, producers will be able to Increase their planting Intentions to meet the 
demand.

American agriculture has a tremendous capacity to produce. When stronger 
market prices signal higher demand, farmers do everything possible to produce 
bigger and better crops. When weak market prices signal lower demand, fanners 
begin to cat back production as they are now. Advance contracting of 1 year or 
more would give farmers the market signals they need to meet this added demand 
and to assure adequate supplies for domestic use and regular export customers.

Buying a year in advance should also stabilize market prices. Seasonal buying 
by foreign nations has frequently caused sharp escalations in prices. Domestic 
processors and users of farm commodities have been frustrated by price rises 
because of problems created for cash flow planning and operating costs. Producers 
have been frustrated when prices have later fallen.

By purchasing reserve stocks for 1 year or more In advance, foreign countries 
should have less need to make last minute purchases that cause volatile market 
fluctuations in the market. By doing so, it will reduce the likelihood of our getting 
Into self-defeating export restrictions that have been the reaction to sharp price 
increases.

SCMMABY OF BENEFITS
The benefits that would result from this amendment are numerous and I would 

like to reiterate them here in short form:
1. Encourage importing nations to make long-term coverage of their food 

needs;
2. Increase U.S. effectiveness In easing world food shortages without addi 

tional cost to U.S. taxpayers and consumers;
3. Transfer foreign food requirements planning from this nation to the 

countries in need where it should be done;
4. Strengthen farm commodity markets in the United States during periods 

of abundance when markets would otherwise tend to weaken; 
6. Facilitate better crop planning by U.S. producers;
6. Increase food security for the United States;
7. Preclude the need for U.S. food reserves;
8. Stabilize our market;
9. Improve operating costs planning for domestic processors;
10. Put U.S. storage facilities to use; and
11. Avoid large capital outlays for foreign nations to build storage facilities 

for reserves.

THE ECONOMIC AND MORAL DIMENSIONS or WORLD SOLIDARITY

(By Robert O. Anderson, Chairman, Atlantic Klchfleld Co.)

POUTICIZINO FOOD
There is now great danger that as a nation we may elect to go it alone and 

abandon the rest of the world to its problems. We have already made a number 
of moves in this direction. President Nixon's actions on August 10, 1971, were 
the first step. More recent and much more significant was the move toward agri 
cultural export controls a few months ago. In effect, we told the rest of the 
world that If people were to face hunger, even starvation, we were not prepared 
to share unless it was over and above our own needs and did not effect our own 
costs. The result can only push food prices even higher outside the United 
States and accentuate already acute shortages.

Politically, that decision was easy, but now for years we will have to decide 
to whom we shall deny food. At best, we have politicized food in the same man 
ner that the OPBC countries have politicized petroleum.

In historical perspective, instituting export controls on grain may turn out to 
be one of the major global decisions of this century. It may signal to each nation 
of the world that the United States and other countries will fend for themselves 
when the going is rough, even if starvation Is inevitable.

I hesitate to think that we Americans have made a conscious decision to go it 
alone. We have been the principal and most vocal advocates of global inter-
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dependence when thing* were going our way. Yet cynicism is deep among the 
nations. Few believe that our magnanimity will supersede political expediency 
at home.

THE LIFEBOAT ETHIC
The "lifeboat ethic'' approach to world population and world food supply con 

jures up the picture of the hungry poor swimming toward a lifeboat reserved 
for "us." The poor cannot be taken on board because there la not room for any 
more and the boat would be swamped. (There would be more zoom in the boat, 
of course, if Its occupants were not so corpulent from overfeeding.)

A lifeboat implies that the ship hag mink, but some of us are trying to keep 
it afloat and at the same time see that the steerage passengers are not thrown 
overboard for the convenience of those in the staterooms.

The danger of such concept* as the "lifeboat" is that their spedousness, given 
endorsement by academics, appeals to men of affairs and it affects policies. Also, 
nice people whose consciences may be troubled about starving people find a dis 
pensation in scientific dicta. It is like Malthusianlsm in the nineteenth century. 
No one could argue with Malthus' mathematics but they found in it an excuse 
to do nothing at all about its implications. As J. L. and Barbara Hammond 
wrote: "Malthus put a cushion under the consciences of the British upper 
classes," All social abuses—bad housing, bad sanitation, bad working condi- 
dltions—could always be excused. If you did anything to improve the conditions 
of the poor, they would just have more children and, poor things, they would 
die of hunger.

Before we sit down at the console of the doomsday machine today and decide 
which buttons to press, which races are expendable, which are ecologically un 
worthy, and how many hundreds of millions are to be abandoned to starvation, 
let us face reality, not as something inescapable, not as a discouragement, not as 
a determinant, but rather as a challenge to our imagination, our ingenuity, our 
managerial competence, and our humanity.

LORD RITCHIE-CALDEB, 
Center Associate; Labour Afem&er, House of Lords.

AMENDMENT
Intended to be proposed by Mr. Dole to S. 3084, a bill to amend the Export 

Administration Act of 1860 to clarify and strengthen the authority of the Secre 
tary of Commerce to take action in the case of restrictive trade prac*icea or boy 
cotts, viz: On page 7, between lines 4 and 5, insert a new section as follows:

SEC. 107. Section 4 of the act is amended by adding at the end thereof a new 
subsection (j) as follows:

" (j) (1) Neither the President nor any other officer, agency, or instrumentality 
of the Federal Government may require or provide on a voluntary basis for the 
prior approval of the export ?ales of feed grains, wheat, soybeans, other agri 
cultural commodities, or the products thereof.

"(2) Neither the President nor any other officer, agency, or instrumentality 
of the Federal Government, may restrict the export sales of feed grains, wheat, 
soybeans, other agricultural commodities, or the products thereof, through the 
negotiation of voluntary restraints on the sale of any such commodity to a for 
eign government or agent thereof.".

AMENDMENT
Intended to be proposed by Mr. Dole to 8. 3064, a bill to amend the Export Ad 

ministration Act of 1989 to clarify and strengthen the authority of the Secre 
tary of Commerce to take action in the case of restrictive trade practices or 
boycotts, vie: On page 7, between lines 4 and 5, Insert a new section as follows: 
SEC. 107. Section 12 of the Act is amended by adding at the end thereof the 

following new subsection:
"(c) (1) Agricultural commodities or the products thereof purchased by for 

eign countries or agencies thereof or other foreign person may, upon approval 
by the Secretary of Agriculture, cemain In the United States for export at a 
later date free of any controls on exports that may be Imposed under this Act 
subsequent to sach approval, except that (A) such commodities or products
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may not be resold into »be United States, and (B) any comnuxUtiea or products 
which are fungible must be held in the United States for a minimum of twelve 
months.

"(2) Before commodities or products can be stored under the provisions of 
this subsection, prior approval from the Secretary of Agriculture most be obtained 
by the storage facility involved. The Secretary of Agilculture may not issue any 
such approval unless be has determined that such approval will not unduly limit 
the space available for the storage of domestically-owned commodities or products. 
Both State and federally approved storage facilities shall be eligible for such 
approval.

"(3) The Secretary of Agriculture is authorized to issue such regulations 
as necessary to carry out the provisions of this subsection.".

[8. WO. 04th Cong., 1st MM.]
A BILL To terminate the requirement for the prior approval of the export sales of 

agricultural commodities
Be it enacted fty the Senate and Souse of Representatives of the United State* 

of America in Congress assembled, That section 812 of the Agricultural Act of 
1970, as added by the Agriculture and Consumer Protection Act of 1973 (87 
Stat. 238), is amended by adding at the end thsrof the following new sentence: 
"Notwithstanding any other provision of law, the Secretary of Agriculture shall 
not require or provide on a voluntary basin for the prior approval of the export 
sale* of feed grains, wheat, soybeans, other agricultural commodities, or the 
products thereof.".

18. 2730, 94U> Cong., let ness.]
A BILL To facilitate the sale of United States agricultural commodities to be stored In the 

United States not subject to export control and restricted from resale Into the United 
States markets
Be it enacted 6y the Senate and House of Representatives of the United States 

of America in Congress assembled, That notwithstanding any other provision 
of law, agricultural commodities or the products thereof purchased by foreign 
countries, agencies thereof and foreign companies may, upon approval by the 
Secretary of Agriculture, remain in the United States for export at a later 
date free of any Government restraints or controls on exports that may be im 
posed subsequent to such approval but may not be resold Into the United States. 
Fungible agricultural commodities or products thereof must be held in the 
United States for a minimum of twelve months.

SEC, 2. Before commodities can be stored under the provisions of this Act, 
prior approval from the Secretary of Agriculture obtained by storage ,'scility 
involved. The Secretary of Agriculture shall issue such approval so as to insure 
adequate storage for domestically owned commodities. Both State and federuliv 
approved storage facilities shall 'be eligible for such approval.

SBC. 3. The Secretary of Agriculture is authorized to issue such regulations as 
necessary to carry out the provisions of this Act.

[8. 2003, 94th Cong., 2d seal.]
A BILL To prohibit the Federal Government from restricting export sales of agricultural

commodities
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 812 of the Agricultural Act of 
1970, as added by the Agriculture and Consumer Protection Act of 1973 (87 Stat. 
238), is amended by adding at the end thereof the following new sentences: 
"Neither the Secretary of Agriculture nor any other officer, agency, or instru 
mentality of the Federal Government, shall restrict the export sales of feed 
grains, wheat, soybeans, or other agricultural commodities (or the products 
thereof) through the negotiation of voluntary restraints on the sale of any such 
commodity to a foreign government or agent thereof. The restriction in this 
section on imposing voluntary restraints shall not affect the authority of the 
President to prohibit or curtail the exportation of any agricultural commodity 
under section 4 of the Export Administration Act of 1908.".

Mr. Chairman, I would like to submit the chronology of recent decisions af 
fecting U.S. foreign policy as relating to agriculture for your use in studying 
these a mend menu. Also, I submit a table furnished by the Department of
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Agriculture indicating the impact of the domestic price of bread of the value of 
the wheat contained in a 1-pound loaf of bread at various prices of wheat.

A BBIEF CHBONOLOGY or RECENT DECISIONS AFFECTING U.S. Fotdoif 
AGRICULTURAL POLICY

A BBIEF CHRONOLOGY OF THE SOYBEAN EMBARGO OF 1478
Autumn 1072: Demand for U.S. soybeans and soybean meal Increased sharply. 

World weather conditions reduced output of oilseed crops in India, West Africa, 
Australia, China, and the Soviet Union, and the Peruvian anchovy catch was 
low. U.S. oilseed crops also suffered from poor weather during the harvest season. 

January 1973: The Department of Agriculture relaxed restrictions on set aside 
land to increase production of soybeans, feed grains, and food grains.

February 15, 1973: A second devaluation of the U.S. dollar increased foreign 
demand for soybeans and oilseed meals.

Spring 1973: Heavy rain and flooding hindered the planting of soybeans and 
feed grains in the U.S. Soybean production was estimated at 1.28 million bushels. 
The Department of Agriculture released an additional 13.5 million acres of 
feedgraln set aside land for planting feedgrains or soybeans.

April 6, 1973: The Department of Agriculture suspended exports of vegetable 
oils under the CCC Export Credit Sales Program and announced curtailment of 
the amount of edible oils programmed under Food for Peace.

June 13, 1973: President Nixon imposed price ceilings on all retail and whole 
sale prices and announced an export monitoring system for agricultural exports 
as part of his general economic stabilization program. He requested new author 
ity to control agricultural exports for the purpose of controlling the rise in 
U.S. food prices. Under the monitoring system, each exporter was to report 
weekly to the Department of Commerce, concerning the volume of anticipated 
exports of wheat, rice, barley, corn, rye, oats, sorghum, soybeans, soybean oil 
cake and meal, cottonseeds, and cottonseed oil-cake and meal.

June 22, 1973: The Chicago Board of Trade limited trading of soybean and 
soybean meal futures for July, August, and September to liquidation of contracts 
only.

June 27, 1973: Secretary of Commerce Frederick B. Dent announced that he 
had imposed an embargo on the export of U.S. soybeans, cottonseeds, and their 
products, effective 5 :00 p.m. EDT, because the U.S. supply of soybeans was not 
sufficient to meet domestic requirements and reported anticipated exports. The 
embargo was imposed pursuant to the authority set forth in the Export Admln- 
Isratlon Act of 1969. Secretary of Agriculture Earl Butz approved the embargo. 

June 28, 1973: The Chicago Board of Trade suspended trading In soybean 
contracts for a 24-hour period.

July 2, 1973: The Office of Export Control, Department of Commerce, an 
nounced the replacement of the embargo by a licensing system for agricultural 
commodities included in the monitoring program, though soybean oil and cotton 
seed oil were excluded from export license requirements. All exporters who 
reported anticipated exports of soybeans prior to September 1, or soybean oil 
cake and meal exports prior to October 1, were required to file the following 
documentation : (1) a certified copy of the contract of sale for export to a foreign 
buyer, dated prior to June 13, (2) a sworn affidavit as to the amount previously 
exported against such contract, and (3) a sworn affidavit that the applicant 
was the exporter and that the contract to sell to a foreign firm was not offset 
in whole or in part by a similar contract to purchase the same grain from a 
foreign firm. The Office of Export Control would issue an export license against 
each verified contract for 50 percent of the unfilled balance of soybean contracts 
and 40 percent of the unfilled balance of soybean oil-cake and meal contracts. 
These licenses would expire on September 15 and October 15, respectively.

July 5, 1973: The Office of Export Control, Department of Commerce, reim- 
posed export license requirements on soybean oil and cottonseed oil and brought 
39 other oilseed products under licensing restrictions.

July 18, 1973: Phase IV of I!., economic stabilization program began, which 
allowed the passthrough of cost increases of raw agricultural products Incurred 
since June 8, except for beef, which remained under a price ceiling until Sep 
tember 10.

July 20, 1973: The Department of Agriculture announced that there would be 
no set aside of land in It'.4 for feedcalns, wheat or cotton.

August 1, 1978: The Department of Commerce announced that license* would 
be issued for soybean exports for shipment during September on Ihs basis of 100 
percent of the unfilled ba'ance of orders which had been accepted by the ex 
porter on or before June 13, 1973, and previously reported to the Department
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The 50 percent unlicensed portion against orders accepted en or before June 18 
for export prior to September 1 were ineligible for licensing under the new order.

August 81,1978: The 1972-73 soybean marketing year ended. The average farm 
price per bushel peaked at $10 in Jane and averaged $4-75 for the marketing 
year.

September 21, 1978: The Department of Commerce revoked the export 
licensing system.

September 19T8: The Statistical Reporting Service, Department of Agr'cul- 
tnre, took over the export reporting system, pursuant to Section 812 of the Agri 
culture and Consumer Protection Act of 1978.

April 17, 1974: While in Tokyo for trade talks, Secretary of Agriculture Earl 
Buti stated that the U.S. embargo of soybean exports in 1973 was "a mistake" 
and added that "we are determined never again to restrict access to onr food 
supplies in America."*

October 1974: The export reporting system was transferred to the Foreign 
Agricultural Service, Department of Agriculture.

A BRIEF CHRONOLOGY OF THE; MORATORIUM ON GRAIN SALES TO THE 
SOVIET UNION, 197S

March 6, 1975: Secretary of Agriculture Earl Bntz announced the termination 
of the voluntary prior-approval system for export sales of grains, soybeans, and 
soybean meal. The export reporting system remained in effect.

June 9, 1975: The Department of Agriculture revised downward its projec 
tion of Soviet grain production, from 210 to 200 million tons. Soviet grain Import 
requirements were estimated between 10 and 15 million tons.

July 7, 1975: A Department of Agriculture team returned from a 3-week In 
spection tour of Soviet wheat-producing areas and predicted a lower yield than 
in 1974.

July 9, 1975: The Department of Agriculture revised its estimate of Soviet 
grain production, from 200 to 195 million metric tons.

July 16, 1975: The Department of Agriculture announced the first 1975 sale 
of United States grains to the Soviets (2 million metric tons).

July 17, 1976: The Canadian Wheat Board announced that the Soviets had 
purchased 2.0 million metric tons of high-grade wheat. The Department of Ag 
riculture announced additional sales of 1.2 million metric tons of United States 
grains to the Soviets.

July 22,1976: The Department of Agriculture announced additional sales of 1.0 
million metric tons of wheat to the Soviets.

July 28, 1976: Major U.S. newspapers carried the story that the Soviets had 
declined to issue a formal Invitation to members of the House Committee on 
Agriculture to tour Soviet farm lands in August.

•July 24,1975: The Department of Agriculture asked export firms to notify the 
Department before making major grain sales to the Soviet Union. The Depart 
ment revised its estimates of Soviet grain production, from 195 to 185 million 
metric tons. Soviet import requirements were estimated at 20 million metri - tons.

July 29, 1975: At a hearing before the Joint Economic Committee, the C hair- 
man of the Federal Reserve Board, Arthur Burns, testified that grain sales to the 
Soviets could lead to a sharp rise in food prices in the U.S.

July 31 and August 9, 1976: At hearings before the Permanent Subcommittee 
on Investigations of the Senate Committee on Government Operations, Assistant 
Secretary of Agriculture, Richard Bell, stated that U.S. grain sales to the Soviet 
Union included 10.3 million tons of wheat, corn, and barley. John Schnittker testi 
fied that grain sales to the Soviets should be stopped until mid-October.

August 9, 1975: Information obtained by the Central Intelligence Agency Indi 
cated that Soviet grain import requirements could reach 40 million metric tons.

* August 11, 1975: The Secretary of Agriculture called on grain companies to 
withhold further sales to the Soviet Union until U.S. crop production figures were 
kno=>n. The Department of Agriculture estimated Soviet grain production at 180 
million metric tons.

August 18,1975: The maritime union* reaffirmed their Intention to boycott ships 
loading grain for the Soviet Union in ports along the Atlantic Coast, Gulf of 
Mexico, and Great Lakes. Longshoremen in Port Houston-stopped loading grain.

•The Department of Agriculture anuoanred a voluntary prior-Approval iTitrm for e-mort 
talc* of whe»t. corn, (rain torchon n>Theam mrbean me*l. and pof'-edn oll-cakei OB Octo 
ber T. 18T4. Baiter and oati wet* added to Uw llat on October 11. Tfce prior-approval ayttera 
ended on Marcfe «, 1*78.
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August 21,1976: The Secretary of Agriculture predicted a rise of 1.5 percent 
in U.S. food prices as a result of grain sales to the Soviet Colon, and an annual 
food-price Inflation rate of 0 percent.

August 29,1975: The Department of Agriculture revised its estimate of Soviet 
grain production, from 180 to 175 million metric tons. Import requirements were 
set at 26 million metric tons.

September 4, 1970: Secretary Butz and Chairman Burns testified before the 
Senate Committee on Agriculture and Forestry. Secretary Butz stated that no 
additional sales would be made to the Soviet Union until the dispute with the 
maritime unions was settled.

•September 9, 1975: As a result of negotiations between George Meany and 
President Ford, the President announced his intention to explore the possibility 
of a long-term grain agreement with the Soviet Union. He extended the mora 
torium on grain sales to the Soviets until mid-October. The maritime unions 
agreed to load grain destined for the Soviet Union.

September 10, 1975: Under Secretary of State Charles W. Robinson left for 
Moscow to begin negotiations for a long-term grain trade agreement.

September 16, 1975: Under Secretary Robinson announced In Moscow that the 
Soviets had agreed in principle to a long-term trade agreement.

September 19,1975 : The text of the United States-Soviet agreement on shipping 
rates of $16 per ton was released. The rate would go into effect on September 22 
and extend at least through 1975. •

October 6,1975: American newspapers reported a speech by a Soviet Commu 
nist Party leader, stating that Soviet grain production could reach only 170 
million metric tons, or 45 million tons short of the projected goal.

October 9,1975: The Department of Agriculture reduced Its estimate of Soviet 
grain production to 170 million metric tons. Including 82 million metric tons of 
wheat.

October 10, 1975: The Department of Agriculture released Its October 1 crop 
estimates, showing record harvests for wheat (2.137 billion bushels) and corn 
(5.737 billion bushels ).

•October 20, 1975: President Ford announced the signing of a 5-year grain 
trade agreement with the Soviet Union and ended the embargo on grain sales to 
the Soviets.

October 24,1975: Grain sales to the Soviet Union resumed.

A BBIEF CHBONOLOOY OF TRG MORATORIUM ON GRAIN EXPORTS TO POLAND IN 19T6

September 9, 1975: President Ford announced his Intention to explore the possi 
bilities for a long-term grain agreement with the Soviet Union, and extended the 
moratorium on grain sales to the Soviet Union at least until mid-October. After 
this announcement was made, the U.S. longshoremen agreed to end their boy 
cott of ships loading grain destined for the Soviet Union.

September 10, 1975: Without a public announcement, the State Department 
requested through the Polish embassy that Poland halt grain buying in the 
United States. Poland had purchased 1.9 million metric tons of wheat and corn 
before that date. On the same day, Under Secretary of State Charles W. Robinson 
left for Moscow to begin negotiations for a long-term grain trade agreement.

September 11 or 12. 1975: Jozef Dantlczuk of the New York office of Rolinpex, 
the Polish grain-buying agency, was ordered by his government to stop buying 
grain on the American market.

September 12, 1975: Danllczuk Informed grain exporting firms that Rollnpex 
was no longer buying grain In the United States. He later reported that he did 
not mention the embargo to the firms.

September 21, 1975: The Polish Minister of Agriculture Kazimierz Barclkow- 
Bkl arrived in Washington to begin discussion of a long-term grain trade 
agreement.

September 22,1975 : News agendes began publishing reports of a secret govern 
ment ban on grain sales to Poland. These news stories caused sharp fluctuations 
In grain prices on U.S. commodity exchanges.

September 23,1975: An Associated Press article In the Washington Post stated 
that "Informed sources" has confirmed that further United States sales to Poland 
had been suspended until a long-term agreement could be negotiated with the 
Soviet Union. Department of Agriculture officials confirmed the suspension but

•Major decldom related to tlw emb*tto.
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added that it originated in the State Department and not in Agriculture. State 
Department officials declined to comment or said that they were unaware of the 
suspension.

September 28,1975: Secretary of Agriculture Earl Butz and the Polish Minister 
of Agriculture completed discussions on a long-term trade agreement between 
the United States and Poland. The agreement was scheduled to be signed in 
November.

October 10, 1975: President Ford announced that he was lifting the embargo 
on grain sales to Poland because the Department of Agriculture was estimating 
record corn and wheat harvests.

October 20, 1975: President Ford announced the signing of a 5-year grain trade 
agreement between the United States and the Soviet Union.

November 27,19V 5: Secretary Butz and Minister Barelkowkl exchanged letters 
relating to a five-year grain trade agreement. Poland agreed to purchase 2.5 
million tons of United States wheat and corn each year. This amount would be 
allowed to fluctuate from year to year by 20 percent, depending on the size of 
the United States crop and Polish import requirements.

July 16, 1975: The Department of Agriculture announced the first 1975 sale of 
United States grains to the Soviet Union (2 million metric tons).

July 17, 1975: The Canadian Wheat Board announced that the Soviets had 
purchased 2.0 million metric tons of high-grade wheat. The U.S. Department 
of Agriculture announced additional sales of 1.2 million metric tons of United 
States grains to the Soviets.

July 22, 1975: The Department of Agriculture announced additional sales of 
1.0 million metric tons of wheat to the Soviets.

July 23, 1975: U.S. newspapers carried the story that the Soviets had decl'ned 
to Issue a formal invitation to the Members of the House Committee on Agricul 
ture to tour Soviet farmlands in August.

July 24, 1975: The Department of Agriculture asked grain export firms to 
notify the Department before negotiating major grain sales to the Soviet Union. 
The Department issued a revised estimate of Soviet grain production at 185 mil 
lion metric tons, 25 millions tons below its original estimate early in 1975.

July 29,1975: At a hearing before the Joint Economic Committee, the Chairman 
of the Federal Reserve Board testified that grain sales to the Soviet Union could 
lead to a sharp rise in American food prices.

July 30, 1975: General Mills raised its wholesale price of flour 1.6 cents a 
pound, effective August 1. Amstar raised the wholesale price of a 5-pound bag 
of sugar by 10 cents. Foreign demand was given as the reason for the price 
increases.

July 31, 1975: The AFD-CIO pledged to support the International Longshore 
men's Association If the longshoremen refused to load grain on shins bound for 
the Soviet Union.

July 31 and August 9, 1975: At hearings before the Permanent Subcommittee 
on Investigations of the Senate Committee on Government Operations, Assistant 
Secretary of Agriculture Richard Bell estimated Soviet grain Import needs at 
20 million tons. U.S. sales to date totalled 10.3 million tons of wheat, corn, and 
barley, John Schnlttker testified that sales of grains to the Soviet Union should 
be stopped until mid-October.

August 9, 1975: Information obtained by the Central Intelligence Agency 
indicated that Soviet grain import needs could reach 40 million tons in 1975.

August 11, 1975: The Secretary of Agriculture called on grain exporting com 
panies to withhold further sales to 'the Soviet Union until United States crop 
production levels became known. The Department now estimated Soviet grain 
production at 180 million metric tons.

August 18, 1975: The maritime unions reaffirmed their intention to boycott 
ships loading grain for the Soviet Union, because the effect of the sales would 
be to increase American food prices. Longshoremen in Port Houston stopped 
loading grain.

August 20, 1975: Associations of wheat producers began to talk of a retaliatory 
boycott against union-made farm implements. President Ford called for restraint 
and cooperation.

August 21, 1975: The Secretary of Agriculture predicted a rise of 1.5 percent 
In U.S. food prices as a result of grain sales to the Soviets.

August 29, 1975: Negotiations between the United States and Soviet Union on 
snipping rates for U.S. grain w re suspended. The Department of Agriculture 
revised its estimates of Soviet grain production to 175 million metric tons.
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Septeiriber 4, 1975: Secretary of Agriculture Butz testified before the Senate 
Committee on Agriculture and Forestry that no additional sales would be made 
to the Soviet Union until the dispute with the maritime unions was settled.

September 9, 1975: As a result of negotiations with George Meany, the Presi 
dent announced his intention to seek a long-term grain trade agreement with the 
Soviet Union, and to seek an oil-for-grain agreement. President Ford extended 
the moratorium until mid-October when the Department of Agriculture would 
know the level of U.S. crop production. The maritime unions agreed to end their 
boycott.

September 10, 1975: Under Secretary of State Charles W. Robinson left for 
Moscow to begin negotiations for a long-term grain agreement. President Ford 
announced that he would create a special board to consider related questions of 
agricultural exports and domestic food prices.

September 16, 1975: Under Secretary of State Robinson announ<«d in Moscow 
that the Soviets had agreed in principle to a long-term trade agreement for U.S. 
grains.

September 19, 1975: The text of the United States-Soviet agreement on shipping 
rates was released. The Soviets agreed to pay U.S. shippers $16 a ton, effective 
September 22.

October 1, 1975: The Senate Committee on Agriculture and Forestry agreed 
that the U.S. should negotiate separate agreements for the sale of U.S. grains 
to the Soviets, and for the sale of Soviet oil to the United States.

October 9, 1875: The Department of Agriculture reduced Its estimate of Soviet 
grain production to 170 million metric tons.

October 10, 1975: The Department of Agriculture reported that crop estimates 
showed record harvests of wheat and corn.

October 20, 1975: The White House released the text of the United States- 
Soviet grain agreement, to take effect on October 1, 1976. It commits the Soviet 
Union to purchase a minimum of 6 million metric tons of wheat and corn 
annually through 1981, and permits the Soviets to purchase an additional 2 
million tons annually without Government consultation. The U.S. may reduce 
the quantity to be sold In any one crop year if the estimated total U.S. grain 
supply is less than 225 million tons in the crop year. Shipments are to 'be in 
accord with the United States-Soviet Maritime Agreement. An oil trade agree 
ment was still under negotiation.

October 24, 1975 : The Department of Agriculture reduced its estimate of Soviet 
grain production to 160 million metric tons. Import needs were estimated at 30 
million tons.

December 5, 1975: Assistant Secretary of Commerce Robert Blackwood an 
nounced that the Soviets were unwilling to pay above-market rates for American 
shipping after December 31, 1975. American longshoremen threatened another 
boycott of Russian-bound ships if the Soviets refused to pay the higher rates 
agreed to in September ($16perton).

December 5, 1975: A spokesman for the Washington Association of Wheat 
Growers, Jerry Rees, stated that wheat growers might sue the Federal govern 
ment over the five-year grain export agreement with the Soviets. Rees accused the 
government of yielding to unjustified pressure from consumer groups and the 
maritime unions, and interfering unnecessarily in the grain market.

December 9, 1975: William Kuhfusg, President of the American Farm Bureau, 
stated that there was no legal basis for suing the Federal Government over the 
grain trade agreement, though the Bureau opposes the agreement. The Depart 
ment of Agriculture reduced the estimate of Soviet grain production to 137 mil 
lion metric tons, about 80 million tons below the original Soviet target for 1975. 

Decfmber 18. 1975: Under Secretary Blackwood initialed the United States- 
So'-iet shipping agreement which will take effect on January 1, 1976, and will 
remain in force for six years. The agreement allows American ships to receive 
$16 a ton for grain shipped to the Soviet Union.

December 29. 1975: Secretary of Commerce Rogers Morton and Minister of 
the Merchant Marine Timosey Guzhenko signed the shipping agreement in Wash 
ington and Moscow.



Value of 
wheat In

216

Value of wheat in a 1 pound loaf for different wheat price* 

(USDA)

Wheat price per bushel :
$1. 00 _____ — - ____ - ——— — ———— ___ — ___ — ———— $1. 45
2.00 _________ - ___ —— — — — - __ ——————————— 2.90 
8.00 ______ ————— — — ..— — — _ ———— — - ———— 4.86
4.00 __________________ - ___ .- ______________ 5.80
5. 00 ___ ..... — - _ .... ———— - —————— — ————— — ———— 7. 25
6. 00 _____________ ——————————— __ —— — __ ———— 8. 70
7. 00 _____ - ______ - _________________ - __ - ____ 10. 15
8. 00 _______ - ______ - _ - _ —— ___ — _____ ———— 11. 60 
». 00 _______________________________________ 13. 50

10. 00 ____ ... —— - __ — — — .... —— — __ - —————————— 14. 50 
•A 1 pound loaf of white bread contains 0.87 pound of wheat.
Senator STEVENSON. Well, thank you very much, Senator Dole.
The next witness is Charles Phipps, manager, strategic planning, 

corporate development, Texas Instruments Inc. Mr, Phipps appears 
here today also as a representative of the Defense Science Board Task 
Force on the Export of U.S. Technology.

Mr. Phipps, I'm going to have to ask you and all of the witnesses 
this morning, if you can, to summarize your testimony. We will put 
the whole statement in the record. Otherwise, we would never finish.

Mr. PHIPPS. I plan to do that, Senator.
Senator STEVENSON. Thank you. Your full statement will be entered 

in the record.

STATEMENT OF CHARLES PHIPPS, MANAGER, STRATEGIC PLAN 
NING, CORPORATE DEVELOPMENT, TEXAS INSTRUMENTS, INC., 
REPRESENTING THE DEFENSE SCIENCE TASK FORCE ON THE 
EXPORT OF U.S. TECHNOLOGY

Mr. PHIPPS. With that preamble, I will skip the first few paragraphs 
of my statement.

Because I am not an expert on the Export Administration Act. I 
will limit my contribution to your deliberations to 8 discussion of the 
results of the task force study.

The report itself summarizes months of study by more than 37 dis 
tinguished and experienced representatives of government and indus 
try. Four areas of high technology were selected in the expectations 
of developing information on those crucial technologies and of con 
structing models for the Department of Defense to use for the develop 
ment of similar information for other technology areas,

Each of the four selected high technology areas : air frame, aircraft 
jet engine, instrumentation and solid-state devices was studied by a 
separate subcommittee of the task force.

The subcommittees of the task force examined the entire technology 
spectrum from basic research through maintenance of the finished 
product They found that the transfer of design and manufacturing 
know-how is cf overwhelming importance to our national security. 
It is a mastery of design and manufacturing that increases a nation's 
capability and it is in this area that the United States maintains its 
technological leadership.
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The first finding of the task force identified that three categories of 
exports transfer know-how most effectively. The first category co'.'ers 
exports of arrays of design and manufacturing information plus sig 
nificant teaching assistance. Such exports provide technical capability 
to design, optimize, and produce « broad spectrum of products in a 
technical field. Tbds is the highest and most effective level of technol 
ogy transfer.

The second category is the export of manufacturing equipment re 
quired to produce, inspect, or test strategically related products, with 
only (he necessary "point design" information being provided. In th\is 
category, none of the overall design and manufacturing background, 
rationale, or alternatives is transferred.

However, this export category provides incremental gains to a na 
tional capability by improving existing manufacturing capabilities or 
supporting infrastructure.

"Keystone" equipment that completes a process line and allows it to 
be fully utilized is especially critical, The strategic significance of key 
stone equipment derives from its uniqueness, when compared to the 
other process and test equipment required to produce a strategic prod 
uct If it is the only unique equipment required and all the remaining 
equipment is general or multipurpose, then its significance is evident. 
In this regard, computer-controlledjprocess. inspection, and test equip 
ment is often keystone equipment. It provides not only the capability 
of high throughput and improved precision, it also provides great 
flexibility in fulfilling unique and multiproduct manufacturing 
requirements.

The third category covers exports of products with technological 
know-hew, suppbed in the form of extensive operating information, 
application information, or sophisticated maintenance procedures.

The many mechanisms for transferring know-how between countries 
may lie arranged in a spectrum as in the chart to my left. At one end 
are th« most active mechanisms, in which the donor actively transfers 
design and manufacturing know-how: for example, by establishing a 
turnkey factory. At the other end are the most passive, in which the 
donor's objective does not include know-how transfer; for example, 
a trade exhibit.

Active relationships involve frequent and specific communications 
between donor and receiver. These usually transfer proprietary or re 
stricted information. They are directed toward a specific goal of im 
proving technical capability of the Nation. Typically, this is an itera 
tive process: the receiver requests specific information, applies it, de 
velops new findings, and then requests further information. This proc 
ess is normally continued for several years, until the receiver demon 
strates the desired capability.

Of the 17 mechanisms ranked independently by each of the subcom 
mittees, the top 6 were ranked as highly effective. The complete rank 
ing confirms the subcommittees' finding that effective technology trans 
fer depends upon the active participation of the donor organization.

The principal recommendations arising out of this finding ar*:
First, the more active mechanisms for transferring design and 

manufacturing know-how must be tightly controlled to prevent trans 
fer of strategic capabilities.
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Second, product sales, without extensive operations and mainte 
nance data, do not usually transfer current design and manufacturing 
know-how. Their export should be evaluatf^i as to the capability con 
ferred by the product's intrinsic utility. This is a more important cri 
terion than the receiving country's end-use statement.

The next ta?k force finding develops recommendations for assessing 
strategic U.S. leadtime. Leadtime should be determined by comparing 
the position of the United States in the technology, against both the 
receiving country's current manufacturing practice, and their velocity 
of advance in that technology. Such a determination should be made 
by individuals from both government and industry who are currently 
involved in the practice of the art, supplemented by vhe entire intelli 
gence community.

Tho three typical "velocities of technology advance" are shown on 
the n^xt chart.

A teaching path velocity is typical of a nation which has adequate 
infrastructure, and a : easonable technological base and is enjoying the 
benefits of active transfer mechanisms through which they learn cur 
rent design and manufacturing know-how.

Nominal gain path velocity is typical of what a nation with adequate 
infrastructure and a reasonable technology base can maintain without 
imported technology.

Slow advance path velocity is typical of a nation with very limited 
infrastructure and technology base in the absence of active transfer 
mechanisms from highly developed countries.

The velocity of advance in technology can be judged by evaluating 
recent progress to determine whether advances have been evolutionary 
or revolutionary. Evolutionary advances are small incremental im 
provements that are made in the course of normal daily practice of 
the technology. Revolutionary advances, on the other hand, are the 
quantum jumps that are based on conceptual departures from Current 
practice.

As suggested by this next chart, the overall velocity of a technology 
is the summation of evolutionary and revolutionary advances. Each 
revolutionary advance jumps a nation's capability to a new, higher 
level that may not have been attained by evolutionary advances even 
after a number of years.

Technological leadtime is extremely perishable. It dissipates quickly 
as the basic concepts and know-how become widely known and ex 
ploited. A lagging country can narrow the gap even without benefit of 
active transfer mechanisms. This happens because the leading country 
must work its way up the incremental track without outside help, while 
the lagging country advances both by its own incremental efforts and 
by the general diffusion of technology.

Each revolutionary advance affords the nation that achieves it the 
opportunity to maximum leadtime. A revolutionary gain is easier to 
protect from this diffusion of technology. The initial uimber of prac 
titioners is small. And the breakthrough is consciously recognized as 
valuable and proprietary.

When U.S. technology is compared to that of another nation, one 
of two pictures typically emerges, as shown in this chart. Either both 
countries are on the same evolutionary track, or the United States had 
made revolutionary gains and is on a higher track. The two situations 
demand different approaches to export control if leadtime is to be 
maximized.
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For the situations where both countries are on the same evolutionary 
track the application of controls demands a continual compromise 
between, first, waiting until the strategic gap narrows to the point B 
and C, which is quite close together in the middle of the chi _, or on 
the other hand, the premature transfer of accumulated evolutionary 
technology so far advanced that it effectively produces a step advance 
similar to that of revolutionary gain to the receiving country.

In the situation where the United States has a revolutionary gain 
as shown between points B and E, then export controls should clearly 
deny any transfer of the key technical elements that made this step 
advance possible, in order to maximize strategic leadtime.

Briefly, then, the task force recommends that export policy might 
permit transfer if the know-how represents merely an evolutionary 
gain to the receiving nation, but must deny any transfer that repre 
sents a revolutionary gain.

Our analysis of the importance of leadtime to technology transfer 
led us to our fourth finding:

Current U.S. export control laws and the COOOM agreement pro 
vide a continuing means of protecting the leadtime of strategic 
technologies.

U.S. export control regulations are considered effective, but in their 
administration the emphasis appears to be misdirected.

The number of items on the commodity control list has been reduced 
over the past 3 years, but it is still too long. U.S. companies still en 
counter frustration in trying to obtain validated licenses for high- 
technology product shipments to Communist countries. Industry's 
consensus is that the U.S. Government's processing of licenses is 
stricter and slower than that of our allies.

The administration of export control appears to place equal empha 
sis on all "equests, whether for product sales or the more active 
mechanisms A* know-how transfer. Since the, significant transfers take 
place through active mechanisms, it appears that present emphasis is 
inverse to the need. An inordinnate amount of time is focused on 
passive mechanisms, leaving only limited time for attention to active 
mechanisms.

The task force members believe that a screening approach based on 
capability as contained in a product's intrinsic utility would provide 
simplified criteria that could be applied rapidly to classes of license 
cases. This approach should also lend itself to the application of data 
processing for initial screening.

The pragmatic posture suggested by the task force is to focus atten 
tion and administrative resources on critical areas outlined in the 
report. The task force believes that most commercial product sales are 
not highly critical, and that those transactions should be quickly 
approved by the controlling government agencies. Products of tech 
nology not directly of significance to the Department of Defense 
should be eliminated from control, to enable more effective control of 
significant items. Some undesirable technology flow inay occur, but 
the task forc<>. believes that the overall effectiveness of our export con 
trols would be greatly improved by such priorities.

We recognize that there has been some undesirable flow of strategic 
technology from other Western countries to Communist countries. 
These exceptions and leaks do compromise U.S. strategic lead times. 
Nevertheless, effective controls can only be achieved if Western na-

; r<-300 O - 76 - 15
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tions cooperate in enforcing common export restrictions. The Coor 
dinating Committee of the Consultative Group of Nations, COCOM, 
is the only linkage among the United States and its allies that defines 
strategic products and technologies and restricts their export to Com 
munist nations. COCOM must be maintained as a viable agreement.

We recommend then, that the U.S. export control activity should 
focus primary emphasis on control of the active transfer mechanisms. 
The recommended trade-off is to devote less scrutiny to product sales 
having low strategic impact, and to shorten drastically the commodif y 
list, for the sake of devoting thorough scrutiny to requests that would 
transfer vital design and manuiacturing know-how, and to critical 
items of direct military significance.

Control of product sales should emphasize performance capabili 
ties—what the product enables the user to do—rather than commercial 
specifications and rad-use statements as at present.

Simplified criteria should be developed in order to expedite the 
majority of license requests. They could be applied quickly, and in 
some instances could be applied to entire classes of applications.

The United States should pursue actions and decisions to strengthen, 
the COCOM network of export controls.

The final task force finding was that the absence of established 
criteria for evaluating technology transfers reinforces the cumber 
some case-by-case analysis of all export applications.

The environments surrounding the flow of products and technology 
to Communist nations has changed dramatically since 1970. Despite 
these profound changes, the emphasis and approach of U.S. tech 
nology export control has not noticeably changed. It continues to 
emphasize detailed analysis of every application and control of a vast 
list of products. There are no established criteria for evaluating tech 
nology transfers. This approach is cumbersome. It results in delays 
and ambiguities, and fails to give guidance to firms interested in devel 
oping Communist markets. Policies for the control of strategic know- 
how should be developed in advance of case-by-case requirements, so 
that U.S. objectives are defined and broadly understood lt>y U.S. agen 
cies, industrial firms, and COCOM members.

The initiative for the development of policy objectives and strategies 
for the protection of key strategic technologies lies with the Depart 
ment of Defense. Knowledgeable individuals from both government 
and the private sector could contribute to the development of this 
information on an ongoing basis. Once developed, it will serve as a 
basis for establishing policy objectives for controlling critical tech 
nological know-how and decontrolling noncritical products. Specific 
strategies should be defined, stating what may be accomplished over 
some tim« horizon.

Recommendations proceeding from our final finding are these:
The Department of Defense should develop policy objectives and 

strategies for the control of key high-technology fields.
These objectives should include sufficient information to identify 

key elements of the technology, including critical processes and key 
manufacturing equipments.

Technology exchange opportunities should be identified by citing 
technologies in which the United States lags the Communist world, 
so that subsequent claims of a "quid pro quo" exchange are not used 
as a means to circumvent the control of a strategic technology.



221

Policy objectives should be communicated broadly to interested 
U.S. agencies, private firms, and COCOM nations, to obtain a wider 
base of cooperation in effecting controls.

Although no part of its charter, the task force felt the need to 
spell out the specific steps necessary to begin implementing its 
recommendations and these are contained in the report and summary 
submitted to you.

In addition, the Department of Defense should make a compre 
hensive study of active mechanisms for transferring technology that 
are beyond the normal scrutiny of export control administraiton. DOD 
should then make recommendations for monitoring and controlling 
them.

Such mechanisms include: government-to-government scientific 
exchanges; the use of U.S. citizens as consultants for key technologies 
by Communist countries; the participation of U.S. citizens as princ 
ipals in firms established outside the United States and engaged in 
transferring embargoed technology and products to Communist na 
tions; the training of citizens from Communist countries at the more 
significant laboratories of U.S. technical institutes and universities; 
and the review of the criteria used for evaluating know-how trans 
ferred as part of weapons sales.

The task force urges the Government to take action to implement 
the recommendations contained in this report. Only in this way can 
we hope to protect the design and manufacturing know-how that are 
critical to America's military security and economic health.

We believe the adoption of the recommendations of the task force 
will yield three important benefits:

1. The United States will have improved, that is tighter, control 
over the diffusion of critical technology.

2. There can be faster approval of the vast majority of export 
requests. **

3. There will be an increase in exports of products from the 
United States to help us improve our balance of trade.

Thank you.
Senator STEVENSON. Thank you, Mr. Phipps, and to the task force 

for a major contribution to this subject.
Is your concern primarily with the uncertainties and the delays 

with company applications for licenses of exports to Communist 
countries f Does it stop there $

Mr. PHIPPS. Our concern was first to the Communist countries, but 
also, second, the flowthrough through neutral or nonalined countries 
as well.

Senator STEVENSON. Do you think that's still a useful distinction, 
between Communist countries and non-Communist countries? Are 
all Communist countries hostile to the United States and by virtue 
of that capable of being a threat. And are all non-Communist coun 
tries rightly classified as if they were not hostile and incapable of 
being a threat?

Mr. PHIPPS. We were asked to look at all areas, and when it comes 
to strategic technology where we are trying to maximize leadtime, 
it is our conclusion that the neutral or nonalined countries should, 
in essence, almost be considered in the broad or same category. If 
you're going to give it to them, you have no protection against pass-
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through and you should not necessarily consider transferring key 
technologies to them unless you're willing to concede a transfer to the 
Communist country.

Senator STEVENSON. That answer suggests that countries which are 
not Communist ara nonalined or neutral, as if to say that all coun 
tries which are not Communist, however that is denned, are not hos 
tile or in any way threaten the United States. I question such sim 
plistic a view of the world. Indeed, I question whether it is right to 
put all Communist countries in one basket and all non-Communist 
countries in another. In fact, the structure of national economies is 
moving on so many different fronts now that it becomes increasingly 
difficult to determine just what is a Communist country.

Mr. PHIPPS. Yes, it is.
Senator STEVENSON. What I'm getting at is whether the simplified 

criteria you suggest, and which we would all like, are possible. The 
task force concluded that there are no established criteria for evalu 
ating technology transfers. Yesterday the Commerce Department set 
fortn some 14 criteria by which exports are judged. By implication 
at least, those criteria are not, to your way of thinking, simplified cri 
teria. Yet it would seem to me that technology exports have to be 
judged on a country-by-country basis, making some of the distinctions 
to which you just alluded. The kinds of technology have to be judged 
case by case, the methods for their transfer, the availability and en 
forcement of end use controls, such questions as whether it makes an 
evolutionary or a revolutionary contribution to the country. If those 
are all factors to be considered and that's certainly not an exclusive 
list, how is it possible to establish simplified or more simplified 
criteria ?

Mr. PHIPPS. We recognize tnat Commerce or technical advisory 
committees have established criteria as a means of weighing individ 
ual cases. However, the direct linkage of a technology which is pre 
supposed to be strategic to a key strategic mission of the Department 
of Defense has not been defined and is usually in the minds of indi 
viduals from DOD or industry as represented on these committees. 
It's almost like getting the cart before the horse. You have not set 
forth what really are the key technologies that DOD feels is important 
to its strategic missions, and DOD has not attempted to defend these 
and have an understanding among the agencies involved that this is 
what we are trying to accomplish—this is what we're saying is missing. 
From there, once that is established, then the additional criteria to 
judge becomes more important and easier to apply.

Second, we are concerned about the emphasis that's given to com 
mercial specifications and end-use for products in the current practice. 
We think the list can be narrowed by moving away from that toward 
really those critical products and judging them on their utility as to 
how they might be used rather than the commercial specifications.

Senator STEVENSON. You sav that the processing of applications is 
stricter and slower in the United States than in other countries. Can 
you be a little bit more precise about the amount of delay encountered 
by American ^porters in application for exports to the so-called Com 
munist con retries?

Mr. PHIPPS. I do not have specific data. It was an observation of 
the men from industry in the various subcommittees and in our own 
instance in the semiconducter device area it's not unusual for us to ex 
perience 4 to 8 month delays.
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Senator STEVENSON. 48 months?
Mr. PHIPPB. No; 4 to 8 month delays in obtaining validated licenses 

for products. We also understand and know from our competition in 
West Germany, Japan, and France, particularly, that their approval 
requests are usually done within a few weeks or a month's period of 
time.

Senator STEVENSON. The GAO yesterday suggested that in addition 
to all the other criteria, technology exports should be judged against 
the possibility that they would enhance foreign competition, that the 
domestic economic ramifications of technology exports should be seri 
ously considered before the license is granted with the view presum 
ably to protecting domestic industry from enhanced competition as a 
result of technology exports. Do you agree?

Mr. PHIFPS. Not necessarily. That is an issue that was somewhat 
apart from the focus of the task force in that our charter focused 
solely on strategic issues and not on economic issues. I might add, 
though, speaking for our own company, that we find that the high 
technology products must compete in world markets. They cannot 
compete and be successful by focusing wholly on the domestic market. 
Competition in world markets requires the practice of technology 
quite often in those countries that have sizable markets and indeed 
are indigenous to manufacturing and engineering application work in 
order to effectively penetrate those markets.

Senator STEVENSON. Now you have given us a number of. objectives 
and suggestions, but how do we in the Congress pursue them ? Are they 
all aimed at administrative changes or are you proposing changes 
in the law and specifically what, if any, changes in the Export Admin 
istration Act?

Mr. PHIPPS. We do not propose specific change in the Export Ad 
ministration Act, mainly because we did not study that act. We were 
focusing on DOD's role as a partner in the development of informa 
tion for the Department of Commerce to implement. So in that sense, 
I think our recommendations apply more in the policies for the execu 
tive branch and the Department of Defense, particularly to implement, 
rather than specific recommendations in the Export Administration 
Act.

Senator STEVENSON. If you have occasion before Congress must act, 
we would welcome any suggestions as to how these objectives which 
you have outlined might be further had through legislative changes. 
Offhand, I'm just not sure how we could do that. I can see some ways 
in which the law might be changed, but not with any certainty that 
the result is going to be changed. This law tends often to become 
hortatory. Obviously there's no way in which we could actual 1 v imple 
ment the export controls. The most we can do is establish guidelines 
and commission studies and things of that sort. So if there are further 
suggestions as to how we could help to achieve vour objectives with 
specific legislative changes, we would be glad to have them.

Mr. PHIPPS. I will take it under advisement and report back to you, 
Senator.

Senator STEVENSON. Good. Well, I may have further questions and 
if so I think I will take the liberty of sending them to you in writing, 
but now in the interest of moving ahead, we thank you very much.

Mr. PHIPPS. Thank you.
[Material to accompany Mr. Phipps' statement follows:]
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Highlights of the Final Report on 
Export of U.S. Technology

as Presented to the Defense Science Board 
on 27 February 1976

The honor of presenting the final report of the Task Force on Export of 
U.S. Technology has fallen to me,* as Task Force Chairman.

The report summarizes months of study by more than thirty-seven distin 
guished and experienced representatives of government and industry.**

The Task Force charter requested that we specify all technology areas 
in which maximum feasible protection is highly desirable. Such a cumprehensive 
study was not pursued. Instead, four areas of high technology were selected in 
the expectations both of developing information on these crucial technologies 
and possibly of constructing models for the Department of Defense to use for the 
development of similar information for other technology sectors. Results of 
these studies are contained in the subcommittee reports which were submitted to' 
the Defense Science Board in August, 1975. The Task Force believes studies of 
other technologies would not alter its basic findings and recommendations. They 
would help in identifying those few technology products that should be controll 
ed because of their critical military significance.

The mechanisms of transfer studied were limited to those encountered by 
industrial firms in transferring technology. The issues and implications of 
technology transfer occurring under the auspices of the U.S.-U.S.S.R. Joint Com 
missions were noted as areas of concern but were not studied.

The implications of technology transfer to Western allies and non-Come- 
coni nations is considered only from the standpoint of potential re-transfer of 
strategic know-how through them to Communist nations. This is a narrower view 
point than that defined in the Charter. Again, the principal issue was deter 
mined to be Communist countries, and the Task Force focused almost exclusively 
on them.

Also, the subject of technology exchange, the "quid pro quo" type of 
agreement, was noted by the subcommittees. But there appears to be so little 
potential for exchange in the four technology fields studied, that the subject 
was not pursued.

* J, Fred Bucy, Texas Instruments Incorporated

** Task Force and Subcommittee members are listed in Appendix

T Comecon nations are listed in Appendix
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r TASK FORCE SUBCOMMITTEES

A1RFRAME
AIRCRAFT JET ENGINES
INSTRUMENTATION
SOLID-STATE DEVICES

_________________________ _ _J
The four subcommittees were unanimous 1n emr'islzlng that control of de 

sign and manufacturing know-how 1s absolutely vital to the maintenance of U.S. 
technological superiority. Compared to this, all other considerations are sec 
ondary.

Accordingly, the Task Force placed primary emphasis on design and manu 
facturing know-how, and control of mechanisms that transfer it to Communist 
countries. Technology contained in applied research or development may be of 
significance 1n selected areas, but overall, it is design and manufacturing 
know-how that Impacts a nation's capability.

The recommendations and their implications focus on the Department of 
Defense and its role in the control of U.S. export of technology. Defense does 
not have the primary responsibility for control of technology export. But the 
Task Force believes the initiative for developing policy objectives and strate 
gies for controlling specific technologies is their responsibility.

In the long perspective, beyond the limitations of current laws, regula 
tions, and practice, a new approach to controlling technology exports is over 
due. This perspective should focus wholly on know-how, and not on end products 
of know-how — except for critical items of direct military significance.

FINDING I:

DESIGN AND MANUFACTURING KNOW-HOW ARE THE PRINCIPAL 
ELEMENTS OF STRATEGIC TECHNOLOGY CONTROL.

Now let me discuss the findings and recommendations in some detail.

The subcommittees examined the entire technology spectrum from basic re 
search through maintenance of the finished product. They concurred that the 
transfer of design and manufacturing know-how is of overwhelming Importance to 
our national security. It is mastery of design and manufacturing that increases 
a nation's capability. And it is in this area that the U.S. maintains its tech 
nological leadership.

FINDING i RECOMMENDATIONS:
THREE CATEGORIES OF EXPORT SHOULD RECEIVE PRIMARY EMPHASIS IN CON 
TROL EFFORTS!

ARRAYS OF DESIGN AND MANUFACTURING INFORMATION THAT INCLUDE 
DETAILED HOW TO INSTRUCTIONS.
"KEYSTONE" MANUFACTURING, INSPECTION, OR AUTOMATIC TEST 
EQUIPMENT,
PRODUCTS ACCOMPANIED BY SOPHISTICATED INFORMATION ON OPERA- 

___T10N, APPLICATION. OR MAINTENANCE.
- - __
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Three export categories transfer know-how n»st effectively, and therefore 
must be given closest scrutiny:

The first category covers exports of arrays of design and manufacturing 
Information plus significant teaching assistance. Such exports provide techni 
cal capability to design, optimize, and produce a broad spectrum of products 1n 
a technical field.

This Is the highest and most effective level of technology transfer. It 
effects virtually total transfer of current U.S. practice in a relatively short 
time. Moreover, 1t provides a basis on which the receiving nation can build 
further advances 1n technology.

The second category covers exports of manufacturing equipment required 
to produce, Inspect, or test strategically related products, with only the nec 
essary "point design" information. In this category, none of the design and 
manufacturing background, rationale, or alternatives 1s transferred.

This export category provides incremental gains to a national capability, 
by improving existing manufacturing capabilities or supporting infrastructure.

"Keystone" equipment that completes a process line and allows it to be 
fully utilized is especially critical. The strategic significance of keystone 
equipment derives from Its uniqueness, when compared to the other process and 
test equipment required to produce a strategic product. If it is the only 
unique equipment required, and all the remaining equipment is general or multi 
purpose, then its significance is evident. In this regard, computer-controlled 
process, inspection, and test equipment is often "keystone" equipment. It pro 
vides not only the capability of high throughput and improved precision. It 
also provides great flexibility In fulfilling unique and multiproduct manufac 
turing requirements. Moreover, it provides a growth capability on which ad 
vanced new production skills can be built.

The third category covers exports of products with technological know- 
how, supplied in the form of extensive operating information, application infor 
mation, or sophisticated maintenance procedures.

Elements of design or manufacturing know-how are embodied in this type 
of information. It is often included in sales of such complex high-technology 
products as electronic computers and jet engines. However, this know-how is 
usually well behind the state of the art, since it was new during the product's 
development and design-time period. The significance of older technology is 
discussed in a subsequent finding.

Each of the industries studied has a different "technology profile." 
The critical portion of Jet engine technology lies in the design and development 
phase of a program's life. Fundamental jet-engine science and user know-how are 
largely in the public domain. On the other hand, the semiconductor industry em 
phasizes manufacturing know-how as uniquely central to their technology.

Yet among these diverse industries, there is unanimous agreement that the
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detail of how to do things 1s the essence of the technologies. This body of 
detail Is hard earned and hard learned. It 1s not likely to be transferred In 
advertently. But It can be taught and learned. It warrants close study and 
control.

FINDING II:

THE MORE ACTIVE THE TRANSFER RELATIONSHIP/ THE MORE EFFEC 
TIVE THE TRANSFER MECHANISM.

The many mechanisms for transferring technology may be arranged 1n a 
spectrum. At one end are the most active mechanisms, 1n which the donor active 
ly transfers design and manufacturing know-how; for example, by establishing a 
"turnkey" factory. At the other end are the most passive, 1n which the donor's 
objective does not Include know-how transfer; for example, a trade exhibit.

"Active" relationships Involve frequent and specific communications be 
tween donor and receiver. These usually transfer oprietary or restricted 
information. They are directed toward a specific goal of improving the techni 
cal capability of the receiving nation. Typically, this 1s an iterative process: 
the receiver requests specific information, applies it, develops new findings, 
and then requests further information. This process 1s normally continued for 
several years, until the receiver demonstrates the desired capability.

HIGHLY EFFECTIVE TRANSFER MECHANISMS

TURNKEY FACTORIES
JOINT VENTURES
TRAINING IN HIGH-TECHNOLOGY AREAS
LICENSES WJJH_EXTENSIVE TEACHING
TECHNICAL EXCHANGE WITH ONGOING CONTACT
PROCESSING EQUIPMENT, HUH KNOW-HOW

Of the seventeen mechanisms ranked independently by each of the subcom 
mittees, these six were ranked as highly effective.

The complete ranking confirms the subcommittees' findings that effectlvt 
technology transfer depends upon the active participation of the donor organi 
zation. The vernacular of each of these high-technology Industries dlfferi from 
the others. Yet each subcommittee, In Its own language, reached the conclusion 
that "turnkey factories," "sale of manufacturing know-how," "Hcens«s accompa 
nied by major teaching," and other such active mechanisms are highly effectlvp 
1n transferring key technologies.

EFFECTIVE TRANSFER MECHANISMS

ENGINEERING DOCUMENTS AND TECHNICAL DATA
CONSULTING
LICENSES WITH KNOW-HOW

Ranking next in effectiveness ire these mechanisms.

They are ranked less than highly effective chiefly because typically 
fewer people are involved, for a shorter time, with less ongoing contact.

-4-
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LESS EFFECTIVE TRANSFER MECHANISMS

PROPOSALS WITH DOCUMENTATION 
PROCESSING EQUIPMENT. WITHOUT KNOW-HOW 
COMMERCIAL VISITS

Ranking lower in effectiveness are such "moderate-activity" mechanisms 
as documented proposals, and commercial visits. Although such exchanges do not 
convey comprehensive Information, they may prove useful 1n filling specific gaps 
in the receiving country's technological knowledge. Donor companies must exer 
cise caution to prevent-inadvertent transfer through such mechanisms.

LEAST EFFECTIVE TRANSFER MECHANISMS

LICENSES WITHOUT KNOW-HOW
SALE OF PRODUCTS WITHOUT MAINTENANCE AND OPERATION^ DATA
PROPOSALS WITHOUT DOCUMENTATION
COMMERCIAL LITERATURE
TRADE EXHIBITS

These mechanisms are ranked least effective. >ou will note that they are 
passive. "Passive" relationships, from the viewpoint of transferring know-how, 
Imply the transfer of information or products that the donor has already made 
widely available to the public. Passive mechanisms do little to transfer know- 
how. Commercial literature, trade shows, product sales, and the like rarely 
communicate enough know-how to transfer the essence of the design and manufac 
turing know-how Involved.

The subcommittees find that "reverse engineering" of products, through 
engineering analysis, is rarely an effective technique for discovering current 
design and manufacturing details. Therefore, the decision whether or not to 
export a finished product that is not design or manufacturing equipment, can be 
based solely on the capability conferred by that product's intrinsic utility. 
This characteristic should be the primary consideration, rather than the receiv 
ing country's statement of intended end use.

Government-to-government scientific exchanges are fairly recent additions 
to the mechanisms for transfer of know-how. Although not ranked among the mech 
anisms, such exchanges obviously have the potential to transfer technology very 
actively. As such, these mechanisms need to be monitored most carefully.

FINDING II RECOMMENDATIONS:

ACTIVE MECHANISMS DEMAND TIGHT CONTROL
PRODUCT SALES WITHOUT EXTENSIVE DATA TRANSFER LITTLE KNOW-HOW 
COMPANIES MUST AVOID INADVERTENT TRANSFERS 
GOVERNMENT-TO-GOVERNMENT EXCHANGES SHOULD BE MONITORED

By way of -.jmmary, the recommendations arising out of this finding are:

First, the more active mechanisms for transferring design and manufactur 
ing know-how mu ? t be tightly controlled to prevent transfer of strategic capa- 
blHtiesj

-5-
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Second, product sales, without extensive operations and maintenance data, 
do not usually transfer current design and manufacturing know-how. Their export 
should be evaluated as to the capability conferred.by the product's Intrinsic 
utility. This 1s a more Important criterion than the receiving country's end- 
use statement.

Third, companies with strategic technologies must exercise caution to a- 
void inadvertent transfers of valuable know-how through visits and proposals.

And fourth, government-to-government scientific exchanges should be mon 
itored to ensure consistency with restrKcions on export of strategic U.S. de 
sign and manufacturing know-how.

FINDING III:

TO PRESERVE STRATEGIC U.S. LEAD TIME/ EXPORT SHOULD BE DENIED 
IF A TECHNOLOGY REPRESENTS A REVOLUTIONARY ADVANCE TO THE 
RECEIVING NATION/ BUT COULD BE APPROVED IF IT REPRESENTS ONLY 
AN EVOLUTIONARY ADVANCE,

The objective of applying export controls to strategic design and manu 
facturing know-how is to protect the lead time of the U.S. as compared to Come- 
con nations and the People's Republic of China. Lead time should be determined 
by comparing the position of the U.S. in the technology, against both the receiv 
ing country's current manufacturing practice, and their.velocity of advance in 
that technology. Such a determination should be made by individuals from both 
government and industry who are currently involved 1n the practice of the art, 
supplemented by the entire intelligence community.

TECHNOLOGY 
CAPABILITY

NOMINAL GAIN PATH 

SLOW ADVANCE PATH

Increasing •

EXPERIENCE OR TIME

The three typical "velocities of technology advance" are shown here.

"Teaching path" velocity is typical of a nation with adequate Infrastruc 
ture and a reasonable technological base, enjoying the benefits of active trans 
fer mechanisms through which they learn current design and manufacturing know-how,

-6-
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"Nominal gain path" velocity is typical of what a nation with adequate 
infrastructure and a reasonable technology base, plus R4D support comparable to 
that of the U.S., can maintain without imported technology.

"Slow advance path" velocity is typical of a nation with limited infra 
structure, technology base, and R&D support, in the absence of active transfer 
mechanisms from highly developed countries.

TECHNOLOGY 
CAPABILITY

REVOLUTIONARY 
JUMP

Increasing
EXPERIENCE OR TIME

The velocity of advance in technology can be judged by evaluating recent 
progress to determine whether advances have been evolutionary or revolutionary. 
Evolutionary advances are small incremental improvements that are made in the 
course of normal daily practice of the technology. Revolutionary advances, on 
the other hand, are the "quantum jumps" that are based on conceptual departures 
from current practice.

As suggested by the figure, the overall velocity of a technology is the 
summation of evolutionary and revolutionary advances. Each revolutionary ad 
vance jumps a nation's capability to a new higher level that may not have been 
attained by evolutionary advances even after a number of yea^s.

Technological lead time is extremely perishable. It dissipates quickly 
as the bas-c concepts and know-how become widely known and exploited. A "lag 
ging" country can narrow the gap even without benefit of active transfer mechan 
isms. This happens because the leading country must work its way up the incre 
mental track without outside help, while the "lagging" country advances both by 
its own incremental efforts and by the general diffusion of technology.

Each revolutionary advance affords the nation that achieves it the oppor 
tunity to maximize lead time. A revolutionary gain is essier to protect from 
diffusion of technology. The initial number of practitioners 1s small. And 
the breakthrough is consciously recognized as viluable and proprietary.



231

TECHNOLOGY 
CAPABIL;, <

Increasing
EXPCRIENCE OR TIME

When U.S. technology is compared to that of another nation, one nf two 
pictures typically emerges. Either both countries are on the same evolutionary 
track, or the U.S. has made revolutionary gains and is on a higher track. The 
two situations demand different approaches to export control if lead time is to 
be maximized.

The application of controls demands continual compromise between: wait 
ing until the strategic gap narrows to the pcint (B-C) where transfer is cf 
minimal value to the receiving country; and the premature transfer of accumula 
ted evolutionary technology so far .advanced (A to B, or R to D) that it effec 
tively produces a step advance similar to that of a revolutionary gain to the 
receiving country.

On the other hand, in the situation where the U.S. has a revolutionary 
gain, (B to E), then export controls should c'early deny any transfer of the key 
technical elements that made this step advance possible, in order to maximize 
strategic lead time.

U.S. companies engaged in intensively competitive industries have long 
recognized the distinction between the short-term effectiveness of controlling 
the dissemination of know-how on an evolutionary track, and the longer effec 
tiveness of protecting key elements of revolutionary gains.

Carefully chosen and applied export controls can aid in the maintenance 
and, at times, maximize the lead time of U.S. strategic technologies as compar 
ed to other nations. But equally important to the development of strategic 
lead time is a vigorous R&D activity that will create both evolutionary and re 
volutionary technological advances.

FINDING Ml RECOMMENDATIONS:

EXPORT POLICY MUST MAXIMIZE LEAD TIME:
IF RECEIVER IS ON SAME EVOLUTIONARY TRACK, TRANSFER MAY 3E

CONSIDERED. 
f IF RECEIVER WOULD OBTAIN REVOLUTIONARY GAIN, TRANSFER MUST

BE DENIED, 
VIGOROUS R&D ACTIVITY IS CRUCIAL TO MAINTAINING STRATEGIC

LEAD.
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Briefly, then, the Task F.-vce recommends that export policy might permit 
transfer If the know-how recrsser.ts merely an evolutionary gain to the receiv 
ing nation, but must deny a'.y transfer that represents a revolutionary gain. 
And the Task Force reml"' 1 - ooth industry and government that creating new tech 
nology Is as important as protecting what we have.

FINDING IVi

CURRENT U.S. EXPORT CONTROL c.AWS AND THE COCOM*AGREEMENT 
PROVIDE A CONTINUING MEANS OF PROTECTING THE LEAD TIMES 
OF STRATEGIC TECHNOLOGIES.

The principal means of controlling the transfer of strategically imp -- 
tant know-how to Communist nations are summarized in the report. They are a'.io 
ranked in order of decreasing effectiveness as reflected in the experience of 
individual subcommittee merr.oers.

CONTROL MECHANISMS

U.S. CLASSIFIED WEAPONS SYSTEM
U.S. EXPORT CONTROL REGULATIONS
COMPANY PROTECTION OF PROPRIETARY KNOW-HOW
COCOM AGREEMENT
EXPORT CONJROL: NON-COMECON/NON-COCOM NATIONS

The U.S. Classified Weapons System is felt to be a very effective mech 
anism for controlling the technology embodied in the systems. The knowledge is 
limited to a small group of practitioners who are clearly identified and the 
movement of this technology is largely controlled by DoD.

U.S. Expoi * Control Regulations are considered effective, but in their 
administration, t*e emphasis appears to be misdirected.

The number of items on the Commodity Control List has been reduced over 
the past three years, but it is still too long. U.S. companies still encounter 
frustration in trying to obtain validated licenses for high-technology prouu't 
shipments to Communist countries. Though it may be more illusion than fact, 
industry's consensus is that the U.S. Government's processing of licenses is 
stricter and slower than that of our allies.

The Office of Export Control reports that they receive more than two 
hundred requests for validated licenses each day. Of special concern is that 
there does not appear to be any selective screening of the various classes of 
technology export. The administration of export control appears to place equal 
emphasis on all requests, whether for product sales or the more active mechan 
isms of know-how transfer. Since the significant transfers take place through 
active mechanisms, it appears that present emphasis is inverse to the need. An 
inordinate amount of time is focused on passive mechanisms, leaving only limited 
time for attention to active mechanisms.

The Task Force members believe that a screening approach based on capa 
bility as contained in a product's intrinsic ui.il ity would provide simplified

*"COCOM" member nations are listed in the Appendix
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criteria that could be applied rapidly to classes of license cases. This ap 
proach should diso lend itself to the application of data processing for initial 
screening.

The Task Force suggests a pragmatic posture toward export controls — 
one which recognizes that the objective should be to limit the flow in key 
areas. !t would maximize the benefit/cost ratio for the U.S. and its COCOM 
partners in the growing flow of high-technology trade with Communist countries.

The pragmatic posture suggested is *••) focus attention and administrative 
resources on critical areas outlined In the report. The Task Force believes 
that most commercial product sales are not highly critical, and that those 
transac.ions should be quickly approved by the controlling government agencies. 
Products of technology not directly of significance to the Department of Defense 
should be eliminated from control, to enable more effective control of signifi 
cant items. That some undesirable technology flow would occur is acknowledged. 
But the Task Force believes that the overall effectiveness of our export con 
trols would be greatly improved by such priorities.

The COCOM Agreement could be made an effective means of control. COCOM 
maintains a list of strategic products similar to the U.S. Control list. Under 
the informal COCOM agreement, member nations follow similar control regulations 
that govern the export of strategic items to Communist countries.

In this decade, some COCOM members have perceived less need to maintain 
strict controls. At the same time, the opportunity for individual gain through 
v.he sale of technology to Communist countries has increased.

As a result, strategic technology has been transferred to Communist na 
tions. These exceptions and le?ks do compromise U.S. strategic lead times in 
certain technologies. Nevertheless, effective controls can only be achieved if 
Western nations cooperate in enforcing common export restrictions. COCOM is 
the only linkage among the U.S. and its allies that defines strategic technolo 
gies and restricts their export to Communist nations. COCOM must be maintained 
as a viable agreement.

Non-Comecon nations present a difficult case. Many non-Comecon nations 
are building technology bases that make them potential pipelines for the trans 
fer of high technology to Communist nations. Of particular concern is the ac 
quisition of high-technology know-how by nations of the Middle East. Also of 
concern is the assimilation of know-how by nations of Western Europe that are 
not members of COCOM — principally Switzerland, Sweden, and Austria.

U.S. export control law applies to reexportation of strategic goods and 
technical data of U.S. origin to a third country by the receiving firm. Since 
receiving nations often consider the control of reexportation as involving them 
in the implementation of U.S. policy objectives, the degree of enforcement is 
thought to be slight. Consequently, this is considered to be an ineffective 
deterrent except in large or highly visible cases.

The natural reluctance of U.S. companies to share proprietary know-how 
with competing U.S. companies is sometimes cited as an effective deterrent to 
sharing know-how with foreign industrial organizations. However, this mechanism 
was found to be ineffective in three of the four industry segments studied by 
the subcommittees.

-10-
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Recent history shows a consistent pattern of some companies selling know- 
how that other companies 1n the serne Industry consider proprietary. These sell- 
Ing companies seem to be swayed by the allure of exclusive access to state- 
controlled markets, or large cash payments important in mteting the capital 
needs of the particular companies, or both.

FINDING iv RECOMMENDATIONS:
FOCUS F.XPORT CONTROL EMPHASIS ON ACTIVE MECHANISMS, 
CONTROL PRODUCT SALES ON PERFORMANCE CAPABILITIES, 
DEVELOP CRITERIA TO HANDLE CASES METHODICALLY. 
RELEASE TO NON-COMECON/NON-COCOM NATIONS ONLY WHAT WE WOULD

RELEASE TO COMMUNIST NATIONS. 
STRENGTHEN COCOM EXPORT CONTROLS, 
IMPOSE SANCTIONS ON OFFENDING COCOM MEMBERS,

These six recommendations arise from Finding IV:

U.S. export control activity should focus primary emphasis on control of 
the active transfer mechanisms. The recommended trade-off is to devote less 
scrutiny to product sales having low strategic impact, and to shorten drastical- 
iy the COCOM list, for the sake of devoting thorough scrutiny to requests that 
would transfer vital design and manufacturing know-how, and to critical items 
of direct military significance.

Control of product sales should emphasize performance capabilities — 
what the product enables the user to do — rather than commercial specifications 
and end-use statements as at present.

Simplified criteria should be developed in order to expedite the major 
ity of license requests. They could be applied quickly, and in some instances 
could be applied to entire classes of cases.

The U.S. should release to non-Comecon/non-COCOM countries only the know- 
how we would be willing to transfer to Communist countries directly. This rule 
should extend to such technology embodied in weapon sales.

The U.S. should pursue actions and decisions to strengthen the COCOM net 
work of export controls.

Key elements of technology that constitute revolutionary gains should not 
be released, except to certain COCOM nations. Any COCOM nation that allows such 
technology to be passed on to any Communist country should be prohibited from 
receiving further strategic know-how.

FINDING V:

DETERRENTS MF.ANT TO DISCOURAGE DIVERSION OF PRODUCTS TO 
MILITARY APPLICATIONS ARE NOT A MEANINGFUL CONTROL MECHANISM 
WHEN APPLIED TO DESIGN AND MANUFACTURING KNOW-HOW,

"Deterrent" as used in export control regulations are legal conditions 
under which the export of otherwise restricted or embargoed products or techno 
logy is permitted. However, such deterrents do not provide positive assurance 
against diversion.
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End-use statements are deterrents required by the U.S. and CQCOM members 

because many high-technology products have multiple applications. In such cases, 
neither the product's specifications nor its actual performance capability con 
fines 1t to non-strategic use. Product sales are approved when the "intended 
end-use" is clearly non-military. A better basis for such approval would be 
determination of the intrinsic utility of the equipment, rather than relying on 
a stated end use.

Safeguards are deterrents that stem from provisions developed for the 
transfer of nuclear materials. To date, use of such safeguards has been limit 
ed to computers and inertial navigation equipment. Safeguards used thus far 
have been tailored to specific situations. In cases covering small-and medium- 
scale computers, safeguards have amounted to no more than an occasional visit 
by a seller's representative. In the case of large computers, on the other 
hand, provisions have included requirements that the seller maintain on-site 
personnel, and that detailed monthly accounting of machine utilization be sub 
mitted.

Given the great versatility of computers, it is clearly possible that 
commercial computers may be diverted to design or management purposes signifi 
cant to the exploitation of advance technology. Although safeguards may deter 
such uses, detection of such diversions cannot be assured.

In all safeguard arrangements, the seller is responsible for reporting 
his purchaser's violations. This creates sufficient conflict of interest by 
the seller that it is considered unlikely that such safeguards are rigorously 
enforced.

Insofar as the focus of this Task Force is concerned, deterrents are not 
relevant mechanisms for the control of design and manufacturing know-how. They 
do not protect the export of technology, The transfer of know-how is irrever 
sible. Once released, it cannot be taken back, contained, or controlled.

FINDING V RECOMMENDATIONS:
"DETERRENTS" SHOULD NOT BE USED

TO CONTROL KNOW-HOW,
TO PREVENT DIVERSION OF MANUFACTURING EQUIPMENT. 
TO CONTROL PRODUCT USE, UNLESS ENFORCIBLE IN PRACTICE. 

__________WHEN A HIGH DEGREE OF CERTAINTY IS REQUIRED,______ _

The following recommendations flow from this Finding:

Deterrents such as end-use statements and safeguards should not be used 
to control applications of design and manufacturing know-how.

Deterrents should not be relied upon to prevent manufacturing from being 
used for military purposes.

Deterrents attached to product sales may have some face value, but they 
should be supplemented by vehicles for enforcement against violations.

Deterrents should not be used when a high degree of certainty is requir 
ed that diversions to military applications will not occur.

-12-
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FINDING VI:

THE ABSENCE OF ESTABLISHED CRITERIA FOR EVALUATING TECHNOLOGY 
TRANSFERS REINFORCES THE CUMBERSOME CASE-BY-CASE ANALYSIS OF 
ALL EXPORT APPLICATIONS.______________________________

The environment surrounding export controls regulating the flow of pro 
ducts and technology to Communist nations has changed dramatically since 1970.

Despite these profound changes, the emphasis and approach of U.S. tech 
nology export control has not noticeably changed. It continues to emphasize 
detailed analysis of every application and control of a vast list of products. 
There are no established criteria for evaluating technology transfers. This 
approach is cumbersome. It results in delays and ambiguities, and fails to give 
guidance to firms interested in developing Communist markets. Policies for the 
control of strategic know-how should be developed in advance of Cose-by-case re 
quirements, so that U.S. objectives are defined and broadly understood by U.S. 
agencies, industrial firms, and COCOM members.

The initiative for the development of policy objectives and strategies 
for the protection of key strategic technologies lies with the Department of 
Defense. Knowledgeable individuals from both government and the private sector 
should contribute to the development of this information on an ongoing basis. 
Once developed, it will serve as a basis for establishing policy objectives for 
controlling critical technological know-how and decontrolling non-critical pro 
ducts. Specific strategies should be defined, stating what may be accomplished 
over some time horizon.

In addition, the strategy should define the events that would lead to a 
decision to move to a fall-back position.

The policy objectives should also provide specific information that will 
facilitate effective imposition of control. For' ."xai^le, they snould list key 
technologies and products, stressing control on the oasis of the capabilities 
they confer, rather than on the basis of commercial specification. The short 
ened control list should list critical processes and key manufacturing equip 
ments and specify the few critical products of direct military significance. 
And they should define "quid pro quo" opportunities (if any) — identifying 
technologies in which the U.S. lags other countries, especially the Communist 
world.

Such policy objectives, if sufficiently specific, would provide clear 
enough guidelines that critical products remaining on the control list could be 
sorted into appropriate classifications. The lowest classification would re 
quire only quick assessment, but the highest classification would require thor 
ough analysis. It is felt that the review process, if carefully defined, could 
consign the routine processing of many license requests to data processing tech 
niques.

There would be a further result from claarly defining objectives for con 
trolling technology transfers. It should improve the ability of the DoD to per 
suade other U.S. agencies and the COCOM nations to control the more significant 
technologies effectively. The improved response time, defined objectives, and 
the implicit liberalism of this approach toward commercial East-West trade 
should prove an important asset in this connection.
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The development of this Information will require reallocating resources 
to export control by the DoD. The Importance of protecting strategic technolo 
gies versus the resources required. Is a trade-off that merits revaluation. 
The Task Force believes that the current resources are Insufficient. However, 
after these Initial studies have been developed and control emphasis has been 
shifted from case-by-case analysis, to scrutiny of critical technology Issues, 
the ongoing resources may be comparable to the present level.

The report Includes charts that describe a general flow of Information 
gathering and the key decision points 1n the evaluation of a technology transfer 
case. They suggest how definitive policy objectives and strategies can be ap 
plied to develop timely and consistent recommendations.

FINDING VI RECOMMENDATIONS:

DOD SHOULD DEVELOP HIGH-TECHNOLOGY POLICY OBJECTIVES. 
OBJECTIVES SHOULD IDENTIFY CRITICAL PROCESSES AND KEY

EQUIPMENT.
TECHNOLOGY EXCHANGE OPPORTUNITIES SHOULD BE IDENTIFIED. 
POLICY OBJECTIVES SHOULD BE COMMUNICATED BROADLY. 
ADVISORY COMMITTEES SHOULD RECOMMEND POLICY AND STRATEGY, 
DOD SHOULD INCREASE RESOURCES TO IMPLEMENT THESE STUDIES, I

Recommendations proceeding from the sixth and final Finding are these:

The Department of Defense should develop policy objectives and strategies 
for the control of key high-technology fields.

These objectives should include sufficient information to identify key 
elements of the technology. Including critical processes and key manufacturing 
equipments.

Technology exchange opportunities should be identified by citing techno 
logies in which the U.S. lags the Communist world, so that subsequent claims of 
a "quid pro quo" exchange are not used as a means to circumvent the control of 
a strategic technology.

Policy objectives should be communicated broadly to interested U.S. agen 
cies, privata firms, and COCOM nations, to obtain a wider base of cooperation 
in effecting controls.

Advisory committees consisting of individuals from government and private 
sectors should bs used to recommend policy objectives and strategies, and to 
update them continuously.

%
The Department of Defense should reevaluate and reallocate the resources 

required to perform and implement these studies.

-14-
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IMPLEMENTATION:
THE DOD SHOULD:
IDENTIFY KEY KNOW-HOW THAT REQUIRES CONTROL.
DEVELOP OBJECTIVES AND STRATEGIES IN CONJUNCTION WITH OTHER
AGENCIES AND INDUSTRY.
ASSIGN ADEQUATE RESOURCES.
DEVELOP OBJECTIVES QUICKLY AND COMMUNICATE THEM BROADLY,
PREPARE GUIDELINES FOR PRIVATE FSRMS.

—————————————————————-—~—-— ——————————————————————————_________-——-___________________________________________________——1

Although not part of its charter, the Task Force felt the need to spell 
out the specific steps necessary to begin implementing its recommendations. 
These steps also serve to summarize this "Highlights" report.

The Department of Defense should identify principal technologies that 
require export control.

The objectives and strategies for controlling these terhnoloai-, _' 
be developed by knowledgeable individuals from government and private ,ei.i.ui- 
In addition, these study groups should identify critical elements of know-how 
as defined in the report.

Adequate resources should be reallocated to interface with the groups 
developing this information, to provide a means for implementation of these ob 
jectives in assessing technology transfer cases.

These objectives and strategies should be developed as quickly as poss 
ible, and communicated to other U.S. agencies and COCOM member nations.

Specific guidelines for these technologies should be prepared and releas 
ed to private firms.

THE COMMERCE DEPARTMENT SHOULD:

EMPHASIZE CONTROL OF ACTIVE TRANSFER MECHANISMS. 
DEVELOP AND APPLY SCREENING LIST.
DEVELOP AND APPLY SIMPLIFIED CRITERIA FOR PRODUCT SALES. 
SET GOALS FOR FAST RESPONSE TO LICENSE REQUESTS. 
DEVELOP COMPUTER-AIDED SCREENING.

The Commerce Department should emphasize the scrutiny and control of the 
more active mechanism? that transfer know-how.

A screening list as described in the report, to identify the active mech 
anisms quickly, should be developed and applied.

Simplified criteria for evaluating product sales should be developed and 
applied to classes of products. It should emphasize intrinsic utility rather 
than commercial specifications and intended end use.

-15-
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Aggressive goals should be established for the time required to respond 
to license requests. For example, 90% of all requests would be answered within 
10 days, and another 8% within two months. Studies should be undertaken to find 
solutions and alternates that would allow these goals to be realized.

Development of a "decision-free" analysis that would lend itself to com 
puter-aided screening of license applications should be undertaken. Experienced 
consultants in this field, or computer systems specialists in the Commerce De 
partment, could be used to develop these methods.

THE POD SHOULD STUDY POSSIBLE HAZARDS INVOLVED IN;

GOVERNMENT-TO-GOVERNMENT SCIENTIFIC EXCHANGES.
U.S. CITIZENS CONSULTING IN COMMUNIST COUNTRIES,
U.S. CITIZENS IN NON-U.3. FIRMS TRANSFERRING TECHNOLOGY TO

COMMUNIST COUNTRIES.
COMMUNIST-COUNTRY CITIZENS STUDYING HIGH TECHNOLOGY IN U.S. 
PRESENT CRITERIA APPLIED TO WEAPONS SALES.

The DoD should make a comprehensive study of active mechanisms for trans 
ferring technology that are beyond the normal scrutiny of export control admin 
istration. DoD should then make recommendations for monitoring and controlling 
them.

Such mechanisms include: 

Government-to-government scientific exchanges.

The use of U.S. citizens as consultants for key technologies by Communist 
countries.

The participation of U.S. citizens as principals in firms established out 
side the U.S. and engaged in transferring embargoed technology and products to 
Communist nations.

The training of citizens from Communist countries at the more significant 
laboratories of U.S. technical institutes and universities.

And the review of the criteria used for evaluating know-how transferred 
as part of weapons sales.

The task Force urges the government to take action to implement the rec- 
comrnendations contained in this report. Only in this way, can we hope to protect 
the design and manufacturing know-how that are critical to America's military 
security and economic health.
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"The Inherent contradiction oJ capitalism if tbat it develop* 
rather than exploits the world. The capitalistic economy 
plant* the *eed* of it* own destruction in that It diffuse* 
technology and Industry, thereby undermining it* own 
petition. It raiie* up against itielf foreign competitors which 
have lower wage* and standard* of living and can outperform 
it in world market*."

. . . Lenin
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February 4, '1976

TO: THE SECRETARY OF DEFENSE

THROUGH: THE DIRECTOR OF DEFENSE RESEARCH 
AND ENGINEERING

The attached report of the Defense Science Board Task Force on Export 
of U.S. Technology; Implications for U.S. Defense was prepared at the 
request of the Director of Defense Research and Engineering with 
cosponsorshlp by the Assistant Secretary of Defense, International 
Security Affairs. The Task Force, under the chairmanship of Mr. J. Fred 
Bucy, Jr., was chosen to Include members with a wide variety of exper 
ience In both Industry and government.

In his memorandum of transmlttal, Mr. Bucy emphasizes the primary 
conclusion of the Task Force. The control of design and manufacturing 
know-how Is absolutely vital to the maintenance of U.S. technological 
superiority. All other considerations are of secondary Importance. 
The report has been approved by the Defense Science Board. I urge 
that the Department of Defense embrace the report and establish a 
program to Implement Us findings and recommendations.

Solomon J. Buchsbaum
Chairman
Defense Science Board
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Memorandum to Cholrmon, Defense Selene* Board

Subject: Final Report of Talk Fore* on Export of U.S. Technology

The Talk Force hoi developed key finding* and recommendations drawn from IH 
lubeomrnlttee reportt, comments from Interested public and Individuals from hSe 
State and Commerce Department!, and the experience of Ift memben. The sub- 
commltlee reports were submitted to the Defense Science Board In August, 1975.

The four tubcommitteei, each njpretentlng an area of high technology, were 
unanimous In emphasizing (hat control of design end manufacturing know-how it 
absolutely vital to the maintenance of U.S. technological superiority. Compared 
to thli, all other considerations ore secondary.

Accordingly, the Talk Force placed primary emphasis on design and manufacturing 
know-how, and control of mechanisms that transfer It ?o Communist countries. 
Technology contained In applied research or development may be of significance 
for selected areas; but, overall, It li design and manufacturing know-how that 
Impacts a nation's capability!

The recommendation! and their Implications focus on the Department of Defense 
and Its role In me control of U.S. export of technology. While Defense does not 
have the primary responsibility for control of technology export, the Task Force 
believes the Initiative for developlh? policy ob|ectives and strategies for controlling 
specific technologist are their responsibility.

For the long perspective, beycnd the limitations of currant laws, regulations, and 
practice a new approach to controlling technology exports Is overdue. This 
perspective should focus wholly on technology oi.J not end products of teehnology-- 
exceptlng for those critical Items of direct military significance. Deterrents such 
as end-use statements and safeguards for protection against diversion should not be 
relied upon nor used.

The charter requested the Identification of all technology areas in which maximum 
feasible protection is highly desirable. Such a comprehensive study was not pursued. 
Instead, four areas of high technology were selected In the expectations both of 
developing Information on these crucial technologies and possibly of constructing

iii
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models for the Department of Defense to ute for the development of similar information 
for other technology sectors. The result! of these studies are contained In the tub- 
committee report!. TSe Task Force be I level studies of other technologies wouL .tot 
alter Its basic findings and recommendations. They would help In Identifying those 
few technology produch that should be controlled because of rh»lr critical military 
significance.

Further, the mechanisms of transfer were limited to those f .countered by Industrial 
firms In transferring technology to other countries and other entitles. The issues and 
Implications of technology transfer occurring under the auspices of the U.S.- 
U.S.S.R. Joint Commissions was noted as on area of concern, but was neither 
ifuiled nor recommendations developed.

The Implications of technology transfer to W»»tem allies and neuiral nations Is 
considered only from the standpoint of potential re-transfer of strategic know-how 
through them to Communlitt nations. This Is a more narrow viewpoint than that 
defined In the Charter. Again, the principal Issue was determined to be Communist 
countries, and the Task Force focused almost exclusively on them as the potential 
recipients of technology.

Also, the subject of technology exchange, the "quid pro quo" type of agreement, 
was noted by the subcommittees without Identification of potential exchanges for 
the four technology fields studied. Consequently, the report gives recognition to 
this topic, but does not develop further information.

It li always going to be difficult to obtain full cooperation on technology issues 
from CoCom member nations. Yet, CoCom agreement Is vital to deterring the 
flow of technology. More should be done In defining objectives and paring down 
the Issues to the substantive ones. In particular, the CoCom list should reflect the 
Task Force findings thft controls should be exercised only over the produch of 
technology that are ~' direct military significance. However, for the most crltlccl 
technologies, the United States should not release know-how beyond its borders, 
and then depend upon CoCom agreement for absolute control.

!n summary, the Task Force Findings and Recommendations concentrate on the 
overriding priority that must be met If the U.S. is to maintain Ih bad in strategic 
technologies. If design and manufacturing know-how ore not effectively controlled, 
all other areas of control become moot. The Task Force urges that the Department of 
Defense take the lead In formulating policies that will enable other government 
agencies to control the export of critical technologies effectively.

fFnd Bucy
lrmon, Task Force on 

Export of U.S. Technol

cd
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INTRODUCTION

To develop information for Ih FIndlngi and Recommendations, me Tatk Horce detignated 

subcommittee! to Investigate technology trantfer in specific Induttrlal sectors. The four 

tecton were selected both because of their currant Interett to the Department of Defenu, 

and became they are broadly repretentatlve of all "high-technology" induttrlet. Each 

subcommittee studied one of the following Industries:

Airfromes

Aircraft Jet Engines 

Instrumentation 

Solid State Devices

Each subcommittee consisted of government and Industry personnel selected for 

their Individual expertise and current knowledge. Subcommittees studied the 

industrial structure of the U.S., Europe, and East Asia, atsesMd Communist countries' 

capabilities, then reviewed mechanisms of technology transfer. Identified current key 

elements of technology, and made recommendations for their control. An added purpose 

of the subcommittees' reports was to provide sample approaches to the analysis of 

technology sectors, so that the Department of Defense could apply similar approaches.

The four subcommittees represent a wide diversity of Industry structural, pattemi of 

technological development, and worldwide capabilities for high-technology products. 

Although their major Findings and Recommendationi were Independently arrived at, 

ihey paralleled on* another very clotelx anc' wrved at the basis for this Tatk Force report.

In aliening strategic technology; i.e ., technology having military significance, the 

Task Force centered overriding emphasis on mechonlsmt mat transfer design and 

manufacturing knowhow--the detail of how to do things» Very early in their ttudiet, 

me subcommittees confirmed that design and manufacturing know-how Impacts a country's 

strategic capability far more to than applied research and development.
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Introduction 
Page two

Additional reaiont for focuting on mechanism that transfer key know-how art fairly 

obv!ou|. Acquisition of know-how li currently being given the hightit priority by 

the induttrially advanced Communist notions. It it alto being sought by non-Comnunlit 

nations who exercise little or no control over the export of their technologies. The 

release of know-how Is an irreversible decision. Once released, It con neither be 

taken bock nor controlled. The receiver of know-how gain* a competence which 

serves as a base far many subsequent gains.
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EXECUTIVE SUMMARY

The assessment of selected technologies, their impact on U.S. strategic requirement!, 

transfer mechanism*, and current effectiveness of export control restrictions reinforce 

the need for export controls and the CoCom agreement as a defense necessity. The 

effectiveness of these controls for the more critical technologies ne«ds to be improved 

through definition of policy objectives, simplified criteria, and a man pragmatic 

approach to the review and approval of license applications, Product! of technology 

not directly of significance to the Department of Defense should be eliminated from 

controls to enable more effective control of significant items.

The findings and principal recommendations cf the Task Force are:

I. Design and manufacturing know-how are the principal elements of strategic 

technology control.

These categories of export should receive primary emphasis:

1. Arrays of design and manufacturing know-how

2. Keystone manufacturing, inspection, and test equipment

3. Products accompanied by sophisticated operation, application, or 

ma intenance know-how

II. The more active the relationship, the more effective the transfer mechanism

1. The more active mechanisms must be tightly controlled

2. Product tales do not usually transfer current design and manufacturing 

technology.

xlit
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III. Topraterv* wwtegJcU.5. lead Hew, export should be denied ifo

technology repnMenrs a revolutionary advance to the receiving nation, 

but could be approved If It represent* only an evolutionary advance.

1. Tactics to protect !«od time must differ depending on me technological 

petition of the U .5. at compared to that of the proipective receiving 

country:

A, When both ore on the MOM evolutionary track, expor* control 

decisions should weigh (he receiving country's immediate 

gain from the acquisition of the technology.

B. When the U.S.' position results from a revolutionary gain,

export controls should iocut on protecting all key elements of 

this gain.

2. Because of Its Importance at a factor In strategic lead time, a viable 

R&D effort should be continued.

IV. Current U .S . export control laws and the CoCom agreement provide a 

continuing means of protecting the lead times of strategic technologies.

1. U .5. export" control activity should place primary emphasis on control of 

the active transfer mechansimt.

2. Control of product sales should emphasize their intrinsic utility, 

rather than commercial specifications and intended *nd use.

3. A simplified criteria thould be developed in order to expedite rhw 

majority of license requests.

4. The U ,S. shoula release to neutral countries only the technologic we 

would be willing to transfer directly to Communist Castries.

xiv



258
5. TheU.S.»Ho«ld purwe oc«or» cmd decisions to strengthen me 

CoCom network of export contrail.

6. Key element! of '•Khnology that constitute revolutionary paint should 

not be nleated - - excepting to CoCom nation. Any CoCom nation 

that allows such technology to b* potted on to any Communiit country 

ihould be prohibited from receiving further strategic know-hew.

V. "Diterrenft" meant to dltcourage dlventon of product! to military application!

an not a meaningful coot-cl mechanitm when applied to design end manufacturing 

know-how.

1. Deterrent! such as end-vie ttatements and tafeguards should not be 

used to control applications of design and manufacturing know-how.

2. Deterrent! should not be relied upon to prevent manufacturing equipment 

from being used for military purposes.

3. Deterrents attached to product soles may have some face valua, but 

they should be supplemented by vehicles for enforcement qgaintt 

violations.

4. Deterrents should not be used when a high degree of certainty it 

required that d v«rtlons to military applications will not occur.

VI. The absence of established criteria for evaluating technology transfers

reinforces the cumbersome caw-by-case analysis of all export applications.

1. The Departme.it of Defense ihould develop policy objective and 

strategies for the control of key high-technology fields.

2. These objectives should include sufficient information to Identify key 

elements of technology, including critical processes and key manu 

facturing equipments;.
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3. Technology exchonpi opportunities ihoutd b* Identified by

citing technologies In vAIcri the U.S. lags the Communllt world.

4. Policy objectives should be communicated broadi/ to Interested U.S. 

agencies, private firms, and CoCom notions to obtain a wider baw of 

cooperation In effecting controls.

5. Advisor/ committees consisting of Individuals from government and 

pi I vote sectors should be used to recommend policy objectives and 

strategies.

6. The Department of Defense ihould reevalixite and Increase the resources 

required to perform and implement these studies.

xvl
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FINDING!;
»

Deiign arx4 manufacturing know-how are the principal elements of strategic technology 

control.

DISCUSSION;

After examining the entire technology spectrum from batic research through maintenonca 

of th« finished product, me subcommittees concurred that the trar.»>er of deiign and 

manufacturing know-how It of overwhelming importance to our national security. It it 

mattery of detign and manufacturing that increases a nation 1! capability, and it it in 

Ihlt; to that the U.S. maintain! itt technological leodenhfp.

Thieu el«nenti of technology are traruferred through the following export categories

1. Export of an array of detign and manufacturing Information plui tignificant 

teaching assistance which provide* technical capability to design, optimize, 

and produce o brood ipectrum of productt in a technical field.

Thii it the highett ond mott effective level of technology trarafer. It 

effect! virtually total transfer of current U.S. practice in a relo'nvely thort 

time. Moreover, It provide! a batli on which the receiving nation con build 

further advance! !n technology.

2. Export of manufacturing equipment required to produce, Inipect, or test

ttrateglcally related product!, with only the neceuary "point deiign* information. 

In mil category, none of the deiign and manufacturing background, rationale, 

or alternative! ii transferred .

Thli export category provide! incremental gains to a notional capability

by Improving exiitlng manufacturing capabiiltiei or lupporting infrastructure.

Such equipment doei not in ttielf transfer product deiign technology, nordoei
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It give th* receiving country comprehensive insight to the entire monufocturlng 

process. But added to en already developed technology base, specific 

manufacturing equipment may give a country the only means of rapid product 

proliferation.

"Keystone" equipment mat completes a process line and allows It to be fully 

utilized Is especially critical. The strategic significance of keystone equip 

ment derives from Its uniqueness when compared to me other prccess and 

test equipment required to produce a strotea>' ^,oduct. If it is the only unique 

equipment required and all the remaining equipment is general or multipurpose, 

then Its significance Is evident. In this regard, computer-controlled process. 

Inspection, and test equipment is often "keystone" equipment. It provides not 

only the capability of high throughput and Improved precision, but also great 

flexibility In fulfilling unique and multlproduct manufacturing requirements. 

Moreover, It provide* a growth capability on which advanced new production 

skills can be built.

3. Export of products with technological know-how supplied In the form of

extensive operating Information, application information, or sophisticated 

maintenance procedures.

Elements of design or monufocturlng know+iow are embodied in this type of 

information, which Is often included in sales of such complex nigh-technology 

products as electronic computers and jet engines. However, this laww-how is 

usually dated as it accrues to the product's development and design-time period. 

The significance of older technology is discussed in a subsequent finding.

Each of the industries studied has a different "technology profile." The
• 

critical portion of jet engine technology lies in the design and development

phase of a program's life—the fundamental science and user know-how are 

largely In the public domain. On the other hand, the semiconductor industry 

emphaaizes manufacturing know-how as jnlquely central to their technology.
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The alrfroM and imtnmwntatlon lubcommitteet UM the ohrawt "corporate 

memory" and "englneerlng-manufocturlng-morketlng ettablleSment" to reflect 

th« Importance of group experience and organization in the embodiment of 

their technology.

Yet among rkete divene Industrie!, there it unanlmoui agreement that the 

detail of how to do thlnqt It the eecnc* of the technologic*. Thh body 

of detai 1 ti hard earned and hard learned. It It not likely to be trantferred 

Inadvertently. But It can be taught and learned.

RECOMMENDATIONS:

Three categorlet of export should receive primary emphaiit in control effort!, 

tlnce they trontfer vital design and manufacturing know-how mott effectively:

1. Anoyt of detlgn and manufacturing Information that Include detailed 

"how to" tmtructloni on detlgn and manufacturing proceaet.

2. "Keystone" manufacturing, intpectlon, or automatic tett equipment.

3. Product! accompanied by loprilitlcated operation, application, or 

maintenance. Information.
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FINDING II;

The more active the relationship, tht more effective the transfer medtanism.

DISCUSSION;

Tn» many inechanlsmi for trou'erring technology may be arranged In a spectrum 

stretching from the most octlv* whi>r* the donor actively transfers design and manu 

facturing know-how; e.g. establishing a "turnkey" factory, to the most passive where 

the donor is passive In regard to know-how transfer; e.g., a trade exhlhlt.

"Active" relationships Involv* frequent and specific communications between 

donor and receiver. These usually transfer proprietary or restricted Information. 

They are directed toward a specific goal of improving the technical capability 

of the receiving nation. Typically, this ii an Iterative process: the receiver 

requests specific Information, appllei tt, develops new findings, and then requests 

further Information. This process Ii normally continued for several years, until the 

receiver demonstrates the deiired capability.

Technology Is transferred affectively by the more active mechanisms when the 

receiver has:

A welMeflned goal and adequate resourcei committed ro accomplishing It.

Key Individuals competent in the technology, who will be directly Involved 

In applying the newly received technology, and

An adequate Infrastructure capable of providing necessary parts, supplies. 

Instrumentation, and manufacturing equipment.

The Task Force believes that these factors exist in Russia and Eastern Europe, 

making them receptive hosts for any active efforts to transfer those technologies 

studied by the lubcomm!trees.
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"Posslve* relationships, from a technology transfer viewpoint. Imply the transfer 

of Information or products that the donor has already made widely available to the 

public. Passive mechanics do little to transfer technology. Commercial literature 

trade shows, product sales, ond the like rareiy communicate enough know-how to 

transfer the essence of the technology involved.

The subcommittees find that "revere* engineering" of products, through engineering 

analysis, is rarely an effective technique for discovering current design and manu 

facturing technology. Therefore, the decision whether or not to export a finished 

product can be based tolsly on the capability conferred by mat product's intrinsic 

utility. This characteristic should be the primary consideration, more so than the 

receiving country's statement of intended end use.

"Passive" mechanisms do offer some small assistance, however. They provide 

direction to development efforts, allowing the receiving country to concentrate 

its resources on the more successful approaches. Still, they leave the time 

required to demonstrate and practice new technology dependent upon the quantity 

and quality of resources applied to Iti development.

The matrix chart on the next page ranks 17 typical transfer mechanisms in 

descending order of effectiveness. This turns out also to be descending order 

of donor activity. Although such ranking Is obviously arbitrary, it will be useful 

If not applied as though it were rigoiously quantitative. Although th* list is 

certainly not exhaustive, It provides a framework In which other transfer mechanisms 

can be easily ranked . Especially significant is the fact that the four subcommittees 

agreed so closely in their rankings.
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FINDING II

EFFECTIVENESS OF TECHNOLOGY TRANSFER ACCORDING TO INDUSTRY 
AND TRANSFER MECHANISM

TRANSFER 
EFFECTIVE 
NESS
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TRANSFER MECHANISM

TURNKEY FACTORIES
LIC^iSES WITH EXTENSIVE TEACHING EFFORT
OOINT VENTURES
TECHNICAL EXCHANGE UITH ONGOING CONTACT
TRAINING IN HIGH-TECHNOLOGY AREAS
PROCESSING EQUIPMENT (WITH KNOW-HOW)
ENGINEERING DOCUMENTS * TECHNICAL DATA
CONSULTING
LICENSES (WITH KNOW-HOW)
PROPOSALS (DOCUMENTED)
PROCESSING EQUIPMENT (W/0 KNOW-HOW)
COMMERCIAL VISITS
LICENSES (W/0 KNOW-HOW)
SALE OF PRODUCTS (W/0 MAINTENANCE t OPERATIONS DATA)
PROPOSALS (UNDOCUMENTED)
COMMERCIAL LITERATURE
TRADE EXHIBITS

t

L - Low Effectiveness
LH • Low to Medlun Effectiveness
H • Medium Effectiveness
MH - Medlun to High Effectiveness
H • Highly Effective
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The chart confirm* the subcommittees' findings that effective technology transfer 
depends upon me active participation of the donor organization. The vernacular 

of each of these high-technology Industries differs from the others. Yet each 

subcommittee, In itiown language, reached me conclutlon that "turnkey factories", 

"tale of manufacturing know-how", "license* accompanied by major teaching", and other 

•uch active mechanisms are highly effective In transferring Icey technologies.

Ranking lower in effectlvenesi are such "moderate activity" mechanitmi as 

documented proposal), and commercial visits. Although such exchanges do not 

convey comprehensive Information, they may prove useful in filling specific gaps 

in the receiving country's technological knowledge. Donor companies must exercise 

caution to prevent Inadvertent transfer through tuch mechanisms.

In evaluating the effectiveness of a transfer mechanism, attention must be 

focused on the amount of know-now being transferred. The form of the relation 

ship and Its name are relatively unimportant and often misleading. This truism 

is emphasized by the widely disparate ranking of three-forms of "licensing" in 

the matrix. By Itself, a patent does not transfer know-how but confers only the 

right to produce or sell a product. Frequently, a company will reproduce a 

process or product Independently, and me patent holder will require licensing 

only after It has appeared on the market. Thli Is typical "licensing without know- 

how." On the other hand, licenses that include know-how or extensive teaching, 

transfer technology very effectively.

The typlccl transfer mechanisms used In the matrix are those most often encountered 

In discussions with Eastern European nations. In discussions with Western nations, Japan, 

and non-Cammunlsr countries, turnkey factories are encountered less often than co- 
development and co-production agreements, In which some ownership rights are 

retained by 'he U .5. firm. Co-development provides an active t iterchange of 

current design technology. Co-production provides for the transfer of detailed 

manufacturing know-how. Both of these mechanisms are highly effective in 

transferring k»y technologies.

Govemment-to-govemment scientific exchanges are fairly recent additions to the 

mechanisms for technology transfer. Although not ranked among the mechanisms,

7
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ouch exehonget obvlowly hove the potentlol to trontfer technology very actively. 
At such, the** mechanism need to be monitored mo»t carefully, to entute 
conilitency with other pollclet developed to restrict the export of itrategic U .S. 
technology.

RECOMMENDATIONS!

1. The mor* octlvt mechanlimi of technology trantfer mutt be tightly controlled
to prevent transfer of strategic technologies.

•

2. Product nlet, without extentlve operation! and maintenance data, do not 
usually transfer current deilgn and manufacturing technology. Their export 
should be evaluated at to the capability conferred by the product's intrinsic 
utility. Th.'t iso more Important criteria than the receiving country's end- 
use statement.

3. Companies with strategic technologies mutt exerclte caution to avoid
Inadvertent transfers of valuable know-how through visits and proposals.

4. Govemment-to-govemment scientific exchange! should be monitored to
ensure conilitency with restrictions on export of strategic U.S. technology.

69-300 O - 16 - II
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FINDING III:

To preserve strategic U.S. lead time, export should be denied If a technology 

represents a revolutionary advance to the receiving nation, but could be approved 

If It repretenti only an evolutionary advance.

DISCUSSION:

The objective of applying export controlt to strategic technologies !i to protect 

the lead time of the U ,S. at compared to Comecon nations and the FDC . Lead 

Hm* ihould be determined by comparing the position of the U.S. in the technology 

against both:

1. The receiving country's current manufacturing practice, and

2. The receiving country's velocity of advance In that technology.

Such a determination should be made by Individuals from both government and 

Industry who are currently Involved In the practice of the ort, supplemented by the 

whole of the Intelligence community.
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The three typical "veloeitlei of technology advance" ore «Sown in the figure that 

followi:

TECHNOLOGY 
CAPABILITY

TEACHING 
PATH

NOMINAL GAIN PATH 

SLOW ADVANCE PATH

Increasing •
EXPERIENCE OH TIME

"Teaching path" velocity It typical of a naiion with adequate infroitructure and 

a reasonable technological bate, enjoying the benefitiof active technology 

tranifer mechaniinu.

"Nominal goln path" velocity it typical of what a nation with adequate infro 

itructure and a reotonable technology bow, plut R4D lupport comparable to that 

of the U.S., can maintain without Imported technology.

"Slow advance path" velocity it typical of a nation with limited infrastructure, 

technology bate, and R&D lupport, in the obtence of active tronifer mechanism 

from highly developed co'intriei.

10
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Velocity of Technology

The velocity of advance In technology can be judged by evaluating recent progress 

to determine whether advances h~ve bean evolutionary (incremental) or revolutionary. 

Evolutionary advancet are mall incremental improvemafiti that ore made in the 

court* of normal daily practice of the technology. Revolutionary advances, on the 

other hand, are the "quantum jumpi" that ore bo»ed on conceptual departuret from 

current practice.

TECHNOLOGY 
CAPABILITY

REVOLUTIONARY 
JUMP

EVOLUTIONARY TRACK

Incrcoting
EXPERIENCE OR TIME

At tuggeited by the figure above, tht overall velocity of a technology ii the 

lummation of evolutionary and revolutionary advance! . Each revolutionary 

advance jumpi a nation's capability to a new higher level that may not hove 

been attained by evolutionary cdvancei even after a number of yean.

Revolutionary advance! are not predictable. Typically, they occur most frequently 

during the early yean of a technology, and leu frequently once o large bate of 

experience hoi been accumulated . On the other hand, evolutionary or incremental 

advancet appear at almost a steady rate verius experience (mom to than versus time).

II
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MoxlmliinQ Leod Time Through Expert Controls

Technological lead time It extremely perishable. It dialpates quickly a> the 
bask concepti and know-how beeeme widely known and exploited. A "lagging" 
country can narrow the gap even without benefit of active transfer mechanism. 
This happens became the leading country must work Iti way up tti» Incremental 
track without outiide help, while the "lagging* country advance* both by Iti 
own Incremental efforti aid by the general diffusion of technology.

Additional advantage! accrue to a lagging country from the continual pursuit and 

practice of a technology. In this cote, a country may develop an Infrastructure 

that not only Improve! the rate of Incremental advance for the tint technology, 

but alio provides sjpport for advancing other technologies. And the development 

of a highly capable infrastructure prepares the lagging country to be a receptive 

host for subsequent revolutionary advances It may be able to acquire.

Each revolutionary advance affords the nation that ochlevei It the opportunity 

to maximize lead time. A revolutionary gain Is easier to protect from diffusion 

of technology. The initial number of practitioners It unalI. The breakthrough 

Is consciously reeognlzed as valuable and proprietary. And, In some instances, 

such advances result from application of a different technology to the manufacturing 

process, requiring potential receivers to develop a new experience base before 

they are able to profit from the advance.

When U .5. technology Is compared 'o that of another nation, one of two picturei 

typically emerges:

Both countries are an the same evolutionary track, •:

The U.S. has mode revolutionary galntand lion a higher track.

The two situations demand different approaches to export control If lead time is to be 

maximized.

When both countries are on the same evolutionary track, the strategic gap gradually 

narrows regardless of export controls. Export controli should be used to provide a 

meaningful lead time as determined by:

12
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1. Rot* of general diffusion of technology which, to a lanje degree, iiralatabl* 

to the numbirof countries practicing the technology, and

2. Tha proposed receiving country's competency ond lt» ability to apply 

resources for the development of on Infrastructure.

TECHNOLOGY 
CAPABILITY

Inc noting
EXPERIENCE OR TIME

The application of controls, In this case, It within a framework of continual 

compromise between: waiting until the strategic gap narrows to the paint (B - C) 

where transfer Is of minimal value to the receiving country; and the premature 

transfer of accumulated evolutionary technology so far advanced (A to B, or B to D) 

that It effectively produces a step advance similar to that of a revolutionary gain to 

the receiving country.

On the other hand, in the situation where me U.S. hasa revolutionary gain, (B to E), 

then export controls should clearly deny any transfer of ihe key technical elements 

that made this step advance posilble. In order to maximize strategic lead time.

U.S. companies engaged In Intensively competitive Industries have long recognized 

the distinction between the short-term effectiveness of controlling the dissemination 

of technologies on an evolutionary track, ond Ihe longer effectiveness of protecting 

key elements of revolutionary gains.

13
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Carefully choien and applied export controls can aid Ir the maintenance and, at 

tlmet, maximize the lead time of U.S. strategic technologies as compared to other 

nation*. Equally important to the development of strategic lead time is o vigorous 

R&D activity that will create both evolutionary and revolutionary technological 

advances.

RECOMMENDATIONS

1. The objective of controlling technology exports is to maintain l«od Hire in

strategic capabilities. Tactlct to protect this lead time must differ depending 

on the technological position of the U .5. as compared to thut of the 

prospective receiving country:

A. When both are on the same evolutionary track, export control 

decisions should weigh the receiving country's immediate gain 

from the acquisition of the technology, against their eventual gain 

of the torn* •achnology through their indigenous efforts and the 

general diffusion of technology. The objective of controls in this 

case, is to preserve a meaningful strategic lead time.

6. When the U.S. has a superior position as ma result of a revolutionary 

gain, export controls sSould focus on protecting all key elements of 

this gain.

2. Because of Its importance as a factor in strategic lead time, a viable R&D 

effort should be contlnuad.

U
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FINDING IV

Current U.S. export control lowi and the CoCom agreement provide a continuing 
mtani of protecting the lead tlmei of strategic technologies.

DISCUSSION

Th« principal meant of e tntrolllng the transfer of strategically important technology 

to Communist natloni are summarized In the table following this Finding.

The control mechanisms are ranked here In aide* of decreasing effectiveness as 

reflected In the experience of individual subcommittee members:

A. U.S. Classified Weapons Systun

Technology embodied in classified weapons systems is most effectively 

controlled. The knowledge it limited to a small group of practitioners who 

are clearly Identified and the movement of this tech.iology '» large 1/ 

controlled by DoD.

Under the authority of the Munitions Act, State Department licenses control 

technology transfer effected as part of weapons sales to allies or other non-Communist 
nations. Such technology transfer occurs when the receiving nation shores in 

production or receive: tn...ix-tlon In sophisticated maintenance procedures. 

Potential accea of Communist nations to sensitive technological know-how is 

broadened by recently I reawd sales of weapons to "mln* :ountr!es"—Middle 

Eastern natloni and other*. For this reason, such rales should be 

scrutinized In terms of potential gain to Conmunist nations.

8. U.S. txport Control Regulations

Export of strategically sensitive products and technology requires a validated 

license from the Department of Commerce. The U.S. Commodity Ctitrol 

List Identifies these items.
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Although the number of Items on HM list hot been reduced over the pair three 

yean—it it still too long—and U.S. companies still encounter frustration in trying 

to obtain validated licenses for high-technology product shipments to Communist 

countries. Industry's consensus is that the U.S. Government'! processing of licenses 

is stricter and slower than that of our al'ies.

The Office of Export Control reports that they receive more than two hv/idred 

requests for validated licenses each day. Of these, about 10% (20 t>> 25) cover 

exports to Communist countries, and 35% (7 to 8) of these are processed within 

three weeks. No breakout is offered that specifically covers processing time for 

high-technology products. However, reasons were offered to explain processing 

delays in the case of high-technology products for Communist countries:

1. Complexity of products

2. Need for consultation with other agencies, particularly DoD

3. Impassibility of developing guidelines that would eliminate the 
need for case-by-case review of every request

Of special concern is that there does not appear to be selective prioritization of 

effort in screening the various classes of technology export. The administration of 

export control appears to place equal emphasis on all requests, whether they be for 

product sales or the more active mechanisms of technology transfer. Since the 

significant transfers take place through active mechanisms, it appears that present 

emphasis is inverse to the need—an inordinate amount of time is focused on passive 

mechanisms, leaving only limited time for attention to active mechanisms.

Presently, the assessment of potential product sales emphasizes rotating commercial 

specifications and stated end use to potential military significance, which is not 

only cumbersome but, more importantly, involves delays ind

16
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omblgultlei in making decision*. Further, thli approach reinforces o 

tedious COM-by-cow onalyilt. The Task Force membera believe that 

an approach baud on capability at contained in a product't intrinsic 

utility would provide o limplifted criteria which can be applied rapidly 

and, to the extent possible, to clones of license cases. This approach 

ihould, also, lend itself to the application of data processing for initial 

screenliiy.

The Task Force suggests o pragmatic posture toward export controls—one 

which recognizes the objective should be to liirit the flow In key areas 

and to maximize the benefit/cost ratio for the United States and its CoCom 

partners in the growing and already substantial flow of high-technology 

trade wltii Communist countries. Identification of key areas where me 

application of restraints is most desirable will be greatly facilitated by 

asking:

1. Does the material or product have a significant military utility 

In Itself, based on performance capabilities?

2. Does It provide a critical manufacturing capability, supportive of 

strategic products or technologies?

3. Does me transaction Involve active steps toward the transfer of 

technology?

4. Does it impact technology in a form useful in manufacturing or design?

5. Is the technology in question one which Is changing with high velocity?

Focus of attention and administrative resources on areas with high profiles on 

these questions is the pragmatic posture suggested . The Task Force believes 

that most commercial product salts ore not highly sensitive in this ragoni, and
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that those transactions should be quickly approved by the controlling 

government agencies. That some undestrab1* technology flow would 

occur It acknowledged, but Hi* Talk Fore* believes that the overall 

effectiveness of our noort contrail would b* greatly impr* /ed by tueh 

prlorttln. The purpoM of mete priorities It for the gov«mm»nt to conserve 

Itt administrative and political resources In handling the high volume and 

relatively btnlgn flow of routln* commercial transactions in order (o give 

the neceaary ncrutlny, reitralnt, and enforcement to the few, more 

dongereiM transactions.

Certain relatively new trorsfer mechanlinu need to be brought under better 

control:

1. The potential employment of U.S. citizens at key comultanti in 

eitabl (thing monjfacturlng technology In Communist natloni.

2. The training of Communltt natloni 1 citizens at leverol of the advanced 

technological institutes and loboratorlei in the U .S.

In these two cases, If me technology I* of U .S. origin, its transfer comet 

under the export control lows. But the Individuals Involved may not be aware 

of this, and the government may not be aware of all such transfers that are 

taking place.

3. U.S. citizens becoming principals in firms established outside the U.S. 

and engaged In transferring embargoed technology to Communltt nation*.

Such arrangements a.~e prohibited by the Trading with the Enemy Act monitored 

by the Treasury Department. But here again, violations are hard to discover.

C. CeCom Agreement

The NATO alliance member* (excluding Iceland) and Japan have joined with the 

U .S. since the early '950's in the Consultative Group Co-ordinating Committee



278

(CoCom). CoCom maintains a list of strategic products similar to the U.S. 

Commodity Control list. Under the informal CoCom agreement, member 

nations follow similar control regulations governing the export of strategic 

items to Communist countries (Warsaw Pact, PRC, Albania, North Korea, 

and North Vietnam).

In this decade, same CoCom members havi perceived less need to maintain 

strict controls while the opportunity for individual gain through the sale of 

technology to Communist countries has increased.

As a result, strategic technology has been transferred to Communist nation* 

through CoCom-sanctioned exceptions, ambiguous interpretations of lists, 

and, peif.ap*, conscious violation of CoCom agreements.

CoCom effectiveness is also diluted by differences in the national luws of 

its members, regarding controls of technical data. In some countries, 

for example, only products can be controlled—and not data.

The**, exceptions ond leaks do compromise U.S. strategic lead times in certain 

technologies. Nevertheless, effective controls con only be achieved if 

Western nations cooperate in enforcing common export restrictions. CoCom 

is tne only linkage among me U .5. and its allies (hat de>ines strategic 

technologies and restricts their export to Communist nations. CoCom must 

be maintained as a viable agreement.

The CoCom network of controls should be continued and strengthened through 

adherence and practice. The U .5 . should actively pursue every activity 

and decision that con serve to strengthen CoCom, and take a leadership position 

in CoCom, rather than a reaction-mode stance. Non-essential controls 

should be removed, and essential centrals mould be made more definitive. 

The U.S. should prepare thoroughly for CoCom lists update by identifying the 

key elements of strategic technologies.

19
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In the future, the U.S. should impose a sanction upon any CoCom country 

1ho» fails to control a specific technology, by restricting the flew of know- 

how in that technology to the offending country,

to-'Expnrts

Many nations are building technology bases that make them potential 
pipelines for the transfer of high technology to Communist nations. Of 

particular concern Is the acquisition of high-technology know-how by nations 

of the Middle East, and the assimilation of know-how by nations of Western 

Europe that are rot members of CoCom—principally Switzerland, Sweden, 

and Austria.

U .S. export control law appl ies to reexportation of strategic goods and 

technical data of U ,S. origin to a third country by the receiving firm. 

Since receiving nations often consider the control of reexportation as involving 

them in the implementation of U.S .policy objectives, the degree of enforce 

ment is thought to be slight. Consequently, this Is considered to be an 

ineffective deterrent except in large or highly visible cases. Further, 

the U.S. can prosecute only U.S. firms for violations, but not foreign firms.

Major allids of the U.S. do not have a similar law. They limit export control 

enforcement to acts performed within their own boundaries. Thus, strategic 

technology originated In these countries can be reexported through third 

countries to Communist nations without restriction. TheM is cause for 

concern for strategic technology poaessed by foreign firms that have subsidiaries 

in non-Communist notions.

This uncertain control and enforcement environment among several countries 

. dictates that the key elements of a high-velocity strategic technology—one which 

has experienced a revolutionary goin--sfiould not be exported to these countries. A 

nation that allows strategic technology to be passed on to Communist 

countries should be restricted from receiving further strategic technology of 

U.S. origin.

20
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E. Protection of Proprletory Know-How by U.S. Companies,

The natural reluctance of U.S. companies to share proprietary know-how with 

competing U.S. companies Is sometimes cited as an effective deterrent to sharing 

know-how with foreign industrial organizations. However, this mechanism was 

found to be Ineffective in three of the four industry segments studied by the sub 

committees. The sole exception was the U.S. jet engine industry. Inhibiting 

factors in the case of jet engines are considered to be the very small base of suppliers, 

long product development cycle, and large capital investment required for new 

products. However, in view of a recent incident, the international jet engine 

industry does not have these strong inhibiting factors, and reacts the same as the 

other industry segments to Communist overtures. In other industries, however, 

recent history shows a consistent pattern of some companies selling know-how that 

other companies in the same industry consider proprietary. These selling companies 

seem to be swayed by the allure of exclusive access to state-controlled markets 

end/or large cash payments important in meeting the ccpitol needs of the particular 

companies.

RECOMMENDATIONS

1. t-'.S. export control activity should focus primary emphasis on control of the active

transfer mechanisms. The recommended trade-off is to devote leu scrutiny to product 

sales having tow strategic impact, and shorten drastically the CoCam list, for the sake 

of devoting thorough scrutiny to requests that would transfer vital design and 

manufacturing know-how.

2. Control of product sales should emphasize performance capabilities—what the

product enables the user to do—rarfwr than commercial specifications and end-use 
• 
statements as at present.

3. A simplified criteria which can be applied rapidly, and to the extent passible, to 

classes of cases shou!t» be developed in order to expedite the majority of license

requests.
21
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4. The U.S. rfiould releoM to non-allied, non-Conmunbt eountrlei only the 

technology we would b* willing to trontfer to Cuwmmbt countries directly. 

Thit rule ihould exrtnd to tuch technology •mbodlad In w»open MU>.

5. Th» U. S. ihould punu* actions ond okclilont to itrang«4wn Ih* CoCom 

nctworic of export contrail.

6. Key •l«m*nt< of technology that comtltute revolutionary go!m ihould not be 

releaied, except to certain CoCom nariora. Any CoCom nation that allowi 

(ueh technology to be paaed an to any Common bt country ihould be 

prohibited from receiving further strategic know-how.

22
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FINDING V

" Deterrents" m«ont to discourage diversion of products to mill tar, catlomore not

a meaningful control mechanism when applied to design and manufacturing know-how,

DISCUSSION

"Deterrents" at m*d In export control regulations are gal conditic-i under which 

the export of otherwise restricted or embargoed preducti or technology i< permitted. 

The amimptlor> tl that their exlltcnce tufficlently discourages diveniont to military 

ute 10 that the Ml* of itratejk product! and technology eon take place. Howevar, 

tuch deterrents do not provide positive aiiurance that tuch diversion will not occur.

End-vie statement! are deterrent! required by the U ,S. and CoCom memben became 

many high-technology product! have multiple application!. In luch cases, neither 

the product'i tpeclflcatloni nor Itt actual performance capability confines it to 

nomtrateale UN. Product Mlee are approved when the "intended end-wit" it clearly 

non-military. A better ball for luch approval would be determination of the intriniic 

utility of the equipment, rather frm relying on a ttated end me.

It ihould be recognized that military we of manufacturing and procea equlpmenr- 

Inherently capable of producing itrategic preducti cannot be prevented by end-ice 

itatemenri. End-me ttotementi bated on. the itwve argumeiiti, are weful only where 

a product hoi direct consumption applications that cannot be altered.

Safeguordi are on outgrowth of provisions developed for the transfer of nuclear 

materials. To date, use of s^ch nfeguardi has been limited to computers and 

Inertia! navl"-?ion equipment. Typically, they take one of two forms:

On-iite inspections, or

U.S. bated mainltnance only (where know-how Is Involved in icphisttcated 

maintenance procedures).
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Sofegundt ut*d rSjs for hove been tailored »» specific tltuoHorw in coses cowb*

•Mwl' CNV MtdlUM^eGOW COMtfMJVVfly (OfV^UQPM nOW CMOWWV3 VO HO fH^fV tlMA Wt

motional vWt by a seitorV re|neteiiturlve. ki hSe caw of large eoMputect, on the 

other Hand. provbbnt have Included reoul. anenti thut the teller maintain en-rite 

person* d, and that Jetalled Monthly accounting of machirw utfltzatlon be submitted.

Given the great vanatlllty of compote™, It k clearly poeilble that commeiclal 

competent may be diverted to detlgn or management purpotei tlgnlficant to the 

exploitation of advance technology. Although tafeguanit may deter wch "ieif 

detection of such dlvenloni cannot be onored.

On another level, the wUeipread me of computers, tven In commercial applicatlont. 

enhaneei the "cultural" prepcrednen of the Soviets to exploit advance technology. 

It gives them vital experience In the UM of advanced computer! and software In the 

management of large and complex system. The men pretence of largo computer 

Installation* transfers know-Hov In software, and develops trained programmer!, 

technicians, and other computer personnel. Ail of thii car. be redirected to strategic 

applications. Safeguards cannot affect this procett.

In all safeguard arrpngententi, the teller it retponelble for reporting hit purchaser 1! 

violations, which creates sufficient -.onfllct of Intemt by the seller that it Is 

considered unlikely that such tafeguuidi ore rigorously enforced.

Moreover, luch policing by private flrmi can well expose them to hottiU situations 

without diplomatic protection ftvtn prosecution. And ilnc* the U.S. Government 1! 

interest! are only loosely coupled to such protection mechanism, private firmt are 

understandably reluctant to report violations.

The customer must agree to safeguard meaturei as port of the tselUr'i contract. 

Thus ff, the Warsaw Pact nation! have been prepared to accept deterrent provliions, 

sud. M safeguards. The Chinese Peoples* Republ !c, on the other hand, has been 

reluctant to accept such provision!.
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The effectlvene* of deterrent! h alee related to the enforcement action* taken 
In COM of violations. Two kmdi of mild tonctlon. are uwd by the U.S. 
when It learm of violation*. In the cte* of moderate violation, me U.S. may 
prohibit further talet of •jppertii* product* for that particular end UM . In the 
cats of more wvere violotloni, the exporter It denied approval of export Ik 
for tome period of time.

Intofar ai the focut of thlt Totk Force ii concerned, deterrent! are not relevant 
mechonlmi for the control of dnlgn and manufacturing know-how. Deterrent! 
ditcourag* the dlvenlon of product! from agreed upon end UM to military met. 
They do not protect the export of technology. The tramfer of know-how ii 
irreversible. Once releated, It cannot be taken bock, contained, or controlled. 
Beyond thlt, know-how glvei the receiving nation a technological bate on which 
lo build further evolutionary and revolutionary galni.

RECOMMENDATIONS

1. Jetetrcntg luch at end-uta itatement* and nfeguordt ihoukJ not be uted 
to control application! of detign and manufacturing know-how.

2. Deterrent! »Sould not be relltd upon to prevent manufacturing equipmwt 

from being uter1 for military purpaiei.

3. Deterrent! attached to product lain may have tome face value, but they 
•Sould be tupplemented iy vehicle! for enforcement againit violation!.

4. Deterrent! eSould not be uted when a high degree of certainty ii required 

that divenlont to military application* will not occur.
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FMDINGVI.

Tin absence of ettaU Und criteria for evaluating technology transfer! reinforces the

CUHQiMMflM OOM^vJf^COM Olioljnit Off Oil m^jQfi OppiidQitOffWe

DISCUSSION

The environment surrounding •xport controti regulating ihe flow of products and technology

to Communbt nations hat changed dramatically line* 1970:

Communbt notion* or* now chiefly Interested In acquiring design rnd manufacturing 

know how to that they nay p»mon»rHy Improv* tfxlr ratlona! oapabillti«, raltiar 

than i»ly on product imports from th« Watt.

DatMit* hat optrad man trading opporhmitltt, and "dctwnnti* ant nllcd upon 

mom often In reaction to prmmunt to oecomndoni Hma oppartunlriw.

Tn« U.S. lino longer rht toleioirce of high-technology product! and know-how.

CoCom memben now have high technology and lt> products to Mil. They view 

opportunltlet to trade with rhe Communitt notioni from the penpectlvet of rhelr 

national export laws and policy, which are not necewirily comlttent with thai* of 

the U.S.

Non-allied nattora have beconw mc*» itrongly motivated to obtain high technology 

to Improve economic development, military potrurt, and/or preitlge. The in- 

creating ocquttition of (tratefllc technology by non-allied notioni repreeMh a 

potential uncontrolled tource of technology transfer to Communbt natlom.

Despite these profound changes, the emphnlt and approach of U.S. technology export 

control hat not noticeably changed. It continues to emphasize detailed analysis of every 

apr"~ition and control of c vast list of product*, hi the abeence of established criteria far 

evaluating technology trarafen, this approach Is not only cumbersome but rawlta in delays, 

ambiguities, and a lock of guidance for firms Interested In developing Communist markets.
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Policies for the control of strategic technologies should be developed tn advance of 

case-by-case requirements, so that U.S. objectives are defined and broadly understood 

by U S. agencies, industrial firm, and CoCom memben.

The Initiative for the development of policy objuctives and strategies for the protection 

of key strategic technologies lies with the Deportment of Defense. Knowledgeable 

individuals from both government and the private sector should contriSute to the develop 

ment of this information -<n an ongoing basis, ihe use of ad hoc advisory committee! 

coverir>g selected technolog'vs is suggested as a means of developing the following 

:nfor .ation:

Identification of st.-ategic technologies, and their impact an strategic mission

Identificaf'on of key elements of critical technologies, and tracking their rate 

of advance

Critical infrastructure requirements including key manufacturing equipments.

Once developed, this information will serve as a bcMs for establishing policy objectives 

for controlling critical technological know-how, and decontrolling non-critical products. 

Specific strategies should be defined staling what may be accomplished over same time 

horizon.

In addition, me strategy should define the ever . mat would lead to a decision to move 

to a fall-bock position. •,

The policy objectives should also provide specific information that will facilitate affective

imposition of control:

List key technologies and products, stressing control on the basis of the capabilities 

they confer, rather man on the basis of commercial specification.

28
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Lilt critical processes and key manufacturing equipment!

Define "quid pro quo" opportunities—identifying technologies in which 

U.S. logs orher countries and, in particular, me Communist world

The phrase "quid pro quo" is used by the Task Force in the context of "technology 

for technology." The subcommittee* found no current potential of such "quid pro quo" 

exchange between a Communist nation and the o .5. in their technology sectors. The 

few technologies that have been received from the Comecon nations have, in general, 

been non-strategic. Nevertheless, it is important that potential opportunities be 

identified in advance of actual situations so that vague claims of "quid pro quo" 

exchanges are not used as a r-.aara of circumventing the control of design and manu 

facturing know-how.

Such policy objectives, if sufficiently specific, would provide clear enough guide 

lines that products could be sorted Into appropriate Classifications, the lowest 

classification requiring only quick assessment, and the highest classification requiring 

thorough analysis. It is felt that the review process, if carefully defined, could 

consign the routine processing of many license requests to data processing techniques.

A further result of clearly defining objectives for controlling technology transfers 

should be an improve',>»nt in the ability of the Department of Defense to persuade 

other U.S. agencies and the CoCom nations to effectively control the more 

significant technologies. The improved response time, defined objectives, and the 

implicit liberalism of this approach toward commercial East-West trade should prove 

an important asset in this connection.

The development of this information will require the assignment of additional 

technical perso me! to export control areas by the Department of Defense. The 

importance of projecting strategic technologies versus the resources required is g

trade off mat merit* revaluation. The Task Force believes that the current resources
i 

are insufficient. However, after these initial studies have been developed and control

emphasis has been shifted from case-fay-case analysis to scrutiny of critical technology 

issues, the ongoing resources may bs comparable to present level.
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An attempt was mad* to describe a general flow of information gathering and the k«y 

decision poinh in rhe evaluation of a technology transfer case. The charts at the end of 

this Finding, represent how it might take place, rattier than a study of what actually is' 

required. As such, their use was principally to provide insight into how the subcommittees' 

findings could be implemented. They suggest how definitive policy objectives and strategies 

car be applied to develop timely and consistent recommendations. 

RECOMMENPA1 IONS

1. The Department of Defense should develop policy objectives and strategies for the 

control of key high-technology fields.

2. These objectives should include sufficient information to identify key el«rtents of 

the technology, including critical processes and key manufacturing equipments, 

and specify the few critical product items of direct military significance.

3. Technology exchange opportunities should be identified by citing technologies in 

which the U.S. lags the Communist world, so tfni wbi«qu»,-t Hjimt of a "quid 

pro quo" exchange are not used as a means to circumvent the control of a strategic 

technology.

4. Policy objectives should l» c«r" nlcoted broadly to interested U.S. agenci«t,

pi I vote finrtj, and CoCom nations, to obtain a wider base of cooperation in effecting 

controls.

5. Advisory commii*ees consisting of individuals from government and private sectors 

should be utec1 to recommend policy objectives and strategies, and to update them 

continuously.

6. The Department of Def <nse should reevoluate and reassign the resources required to 

perform and implement tH*«e studier.
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CONCLUSIONS 

The principal findings of the Task Force are:

1. Dnsign and manufacturing know-how ore the key element! for control of a 

strategic technology.

2. Thit know-how if most effectively transferred when there it intent to do so, 

and the donor organization takei active steps in that direction.

3. High velocity; !.«., rapidly changing technologies are the ones for which 

export controls are matt effective in flowing the flow of technology.

In the absence of established criteria for evaluating technology transfers, a cumbersome 

case-by-case analysis of all license applications covering o huge list of products Is 

pursued leading to delays, ambiguities, and a lack of guidance for firms developing 
Communist markets.

The emphasis for screening license applications should be shifted to the more active 

mechanisms of transfer, which can be identified by asking:

1. Does the material or product have a significant military utility in itself, 

based on performance capabilities?

2. Does it provide a critical manufacturing capability, supportive of strategic 

products or technologies?

3. Does the transaction involve active slept toward the transfer of technology?

4. Dues it impact technology in a form useful in manufacturing or design?

5. Is the technology in question one which is changing with high velocity?



?94

The initiative for the development of policy objectives and strategies tor the protection 

of key technologies lies within the Department of Defense. Knowledgeable Individuals 

from both government and the private sector should contribute to the development of 

the following information for selected technologies on on ongoing basis:

Identification of strategic technologies, and their impact on strategic 

missions.

Identification of key elements of critical technologies, and tracking their 

rate of advarce.

Critical infrastructure requirements including key manufacturing equipments.

Adequata, technically competent resources should be directed to the development of 

this information and its application. A result of defining the objectives for control I ing 

strategic technologies, and only these should improve *h» ability of the Department of 

. Defense to persuade other U .S . agencies and the CoCom nations to effectively 

control these technologies.

Deterrents, such as ond-use statements and safeguards, used to discourage the diversion 

of products to military applications should not be used as a control mechanism for 

design and manufacturing technology and keystone manufacturing equipments.

The acquisition of itrategic know-how by neutral notions is of increased concern, 

In order to minimize the flow of strategic technology through this channel to the 

Communist world, the key elements of a high velocity technology—one which has 

experienced a revolutionary gain—should not be released to mem; and the know-how 

included in weapon sales to them should be consistent with the technology mat would 

be released to them under scrutiny of export control reviews.

In conclusion, the Task Force believes mat these findings have considerable relevance 

to me Department of Defense's policies toward U .5. export controls and CoCom
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restraint!. It believes that export contrail remain a defense necessity. Although 

the CoCom agreement hot become Increasingly difficult to enforce, it ii the only 

available vehicle through which the U.S . and Itl CoCom partners can work to 

control the flow of itrateglc technology to the Communist world. The principal 

recommendations of this report, as they are Implemented, should aid In In 

strengthening U.S . ond CoCom control of critical design and manufacturing know-how.

36
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IMPLEMENTATION

The Totk Force members ore concerned that while me recommendation! focu* on 

change* In the approach and pollclei for controlling the iRport of U.S. technology, 

•hey do not always deicribe ipeclflc octlora for immediate Implementation. During 

the Talk Force meettngi, potential octlora entered into the dlKimlom, but they 

were excluded from the recommendation! i!nce the itudy of ipeclfic operation!

involved in the odmfntiterlng of export control regulation! wot beyond the tcope of 
the Taik Force'i charter.

The implementation of the Tc.jk Force 1! recommendation! centen on the following 

action*:

1. The Department of Defeme ihould Identify principal technologlei that 

require export control.

A. The objective! and itrateglw for controlling theie technologlei

ihould be developed by knowledgeable Individual! from government 

and private lectori. In addition, mete itudy group* rfiouW Identify 

critical element! of each technology a defined In the report.

B. Adequate renurcei ihould b* onioned to interface with the group* 

developing mil Information, to provide a meant for Implementation 

of theie objective! In Queuing technology tranifer cam.

C . Theu objectlvei and itrategle* eSould be developed ai quickly at 

pouibl*, and communicated to other U.S. ogenciei and CoCom 

member natloni.

D. Specific guideline! for theie technologlei ihould be prepared and 

released to private firm.

37



297

2. The administration of export control regulation! ihould emphasize the scrutiny 

and control of the more active mechanfons of technology transfer.

A. A screening lilt to identify quickly the active mechanism*a» 

described in Finding III, ihould be developed and applied.

B. A simplified criteria for evaluating product soles, emphasizing intrinsic 

utility rather than commercial specifications end Intended end use, 

ihould be developed and applied to classes of products.

C. Aggressive goals should be established for the time required to respond 

to license requests; e.g., 90% of all requests would b« answered within 

10 days and 8% within two months. Studies*. Id then be undertaken 

to find solutions and alternates that would allow these goals to be 

realized.

D. Development nf a "decision-tree" analysis that would lend itself to 

computer-aided screening of license application! ihould be under 

taken. Experienced groups such as consultants in this field or computer 

systems specialists in the Commerce Department could be used to 

develop these methods,

3. A comprehensive study of active mechanisms for transferring technology that

are beyond the normal scrutiny of export control admlniitration tSould be mode 

by the Department of Defense and recommendation! developed for monitoring 

and controlling them.

A. Goveinment-to-govemment scientific exchange!,

B. The use of U .5 . citizens as consultants for key technologies by 

Communist countries.
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C. The participation of U.S. citizens as principal! in firm» established 

outside the U .5. and engaged in transferring embargoed technology 

and product] to Communist nations.

D . The training of citizens from Communist countries at the more

significant laboratories of U ,S. technical institutes and universities.

E. Review of the criterio used for evaluating know-how transferred as 

part of v/eapons sales.
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Senator STEVENSON. Our next witnesses will comprise a panel. They 

are: Thomas Christiansen, International Trade Relations Manager, 
Hewlett-Packard, representing the Western Electronics Manufac 
turers Association; Peter McCloskey, president, Computer and Busi 
ness Equipment Manufacturers Association; James Gray, executive 
vice president, National Machine Tool Builders Association; and 
V. J. Adduci, president, Electronic Industries Association. Gentle 
man, I will have to ask you, too, if you would, to summarize your 
statements as briefly as you can. I will enter the full statements in the 
record and then after we have completed with all the summarized 
statements we will come back to you for questions.

The order doesn't matter to me. Mr. Christiansen, will you go first?

STATEMENT OF THOMAS CHRISTIANSEN, INTERNATIONAL TRADE 
RELATIONS MANAGER, HEWLETT-PACKARD, REPRESENTING 
THE WESTERN ELECTRONICS MANUFACTURERS ASSOCIATION
Mr. CHRISTIANSEN. I'd like to concentrate on our conclusions* and 

recommendations, Senator.
The first item is technology transfers. The defense science board 

report which you have before you is something that I saw for the first 
time yesterday, so I'm not really prepared to speak to any points in 
depth. I would like to say, however, that WEMA agrees very much 
that the major problem is in know-how, the transfer of know-how, and 
not so much in embodied technology, technology contained in prod 
ucts, WEMA also believes that there should be some shortening of 
licensing procedures related to products and to embodied technology 
that cannot be actually taken out of a product.

There's one thing in the defense science board report that troubles 
me greatly in the very short time I have had to look at it, and that's 
the conclusion I seem to draw that so far as non-COCOM Western 
countries are concerned, the criteria should be the same as those which 
would be used to ship products to the Soviet Union. If that's the case, 
I think there would be a tremendous decrease in U.S. exports.

For example, in my own company's case, half of our products are 
COCOM controlled and if that conclusion were implemented, half of 
our market in Latin America, half in Africa, half in India, half in 
the Pacific, half in Israel, and so on would evaporate. I can't quite see 
that sort of thing occurring.

Furthermore, I think that such a restriction would demonstrate a 
total lack of confidence in those countries and also would be political 
dynamite.

I would like to review the task force report more closely when we 
get back to the west coast and check with other people in WEMA and 
comment further in writing if we may, Senator.

[The following letter was received for the record:]
WESTERN ELECTRONICS MANUFACTURERS ASSOCIATION,

April 1, 1976.
Hon. ADLAI B. STEVENSON III,
Chairman, Subcommittee on International Finance, Committee on Banking, 

Housing and Urban Affairs, Run fell Senate Offlce Building, Washington, 
B.C.

DEAR SENATOR STEVENSON : Mr. Thomas A. Christiansen, manager of Inter 
national trade relations of the Hewlett-Packard Company, testified In TTEMA's 
behalf before the Subcommittee on March 23. In the course of his testimony

89-300 0-78-20
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Mr. Chrlstiansen said that he had received a full copy of the report of the 
Defense Science Board Task Force on the Export of U.S. Technology only the 
day before. He added that WEMA would like to comment In writing on the 
report's conclusions and recommendations after the report had been circulated 
to a few key WEMA member companies.

The WEMA member firms contacted in the past few days have been im 
pressed by the report's scope and general objectivity. The delineation of several 
important aspects of technology—the differences between embodied and non- 
embodied technology and between evolutionary and revolutionary changes, for 
example—received considerable favorable comment, WEMA believes the report 
is a most useful contribution and that congratulations are due the members of 
the task force who obviously put in many long, hard hours of work.

The WEMA member firms agree that active transfers of design and/or manu 
facturing know-how, especially those o' a "revolutionary" nature, are most criti 
cal and should be subjected to the greatest licensing scrutiny. They welcome the 
suggestion that these critical areas be clearly defined and well-publicized so that 
U.S. businessmen will not spend their time fruitlessly seeking business which 
cannot be licensed. These member firms also agree that it Is high time that 
policies and procedures be developed which would place maximum licensing effort 
nn the critical high technology cases and correspondingly less effort, with more 
rapid processing, on less critical cases. Examples of these less critical cases would 
be product exports accompanied by minimal amounts of operating and/or mainte 
nance instructions and containing either mlnlscule amounts of strategic tech 
nology or containing strategic technology so embodied as to be virtually non- 
extractable.

WEMA member firms welcome the suggestion of the Task Force to reduce 
dependence on difficult to obtain and frequently questionable end use information, 
particularly so far as the licensing analysis of specific products is concerned. On 
the other hand, they are troubled by the additional suggestion that reliance on 
commercial specifications also be reduced in favor of something called the "In 
trinsic utility" of the product. If this means a streamlining and simplification 
of the license process, a sharper review and elimination of obsolete COCOM 
controls, and reduced concern about products containing non-extractable em 
bodied technology, WEMA is certainly in favor. If, however, as some cynics 
have suggested, it means more restrictive licensing practices and little or no 
attention to retiring obsolete/obsolescent COCOM controls, WEMA would not 
be in favor. Moreover, WEMA suspects, neither would the industry members of 
the Defense Science Board's Task Force.

WEMA is also troubled by the Task Force recommendation that "the U.S. 
should release to non-allied, non-Communist countries only the technology we 
would be willing to transfer to Communist countries directly." Mr. Chrlstiansen 
in his verbal testimony referred to this recommendation; however, it was his 
impression, due to a rather hasty review of the report, that the recommendation 
pertained to products as well as to technology. It is quite clear that the recom 
mendation refers to technology and not products. This obviously invalidates 
Mr. Christiansen's observation that his company as well as other WEMA firms 
would suffer a major loss in U.S. product exports if this recommendation were 
adopted.

The difficulty that WEMA has with this recommendation is that, if it were 
carried out, high technology U.S. firms would be virtually unable to support 
licensing or manufacturing activities in most of the Western nations. Moreover, 
it would be Impossible to provide advanced technology to these countries to say 
nothing of turn-kfv facilities, advanced equipment, particularly that requiring 
extensive operating and maintenance instructions, pte. In addition to economic 
dislocations, the ensuing diplomatic furor and resulting political repercussions 
caused by such a radical shift in U.S. policy would be Intense.

WEMA does share some of the concern that prompted the Task Force to make 
such a recommendation—that the reexport regulations of most non-COCOM 
Western countries are either nonexistent or so limited that an unscrupulous and 
determined person or organization oould freely reexport Important U.S. tech 
nology. WEMA believes, however, that the vast majority of these transfers are 
to responsible firms and Individuals who use the technology in their own countries 
and have not the slightest Intention or inclination of diversion. These firms and 
individuals have signed end-use statements agreeing to prevent diversion, and 
most make strong positive efforts to guard against such possibilities. WEMA be 
lieves that the U.S. is justified in continuing to trust these individuals and arms 
and that technology transfers should be continued with, perhaps, increased U.S.
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scrutiny abroad as the GAO Report has recommended. In any event, the dra- 
conlan restrictive measure suggested by the Defense Science Board Task Force 
should be avoided.

The Task Force report states that "the Initiative for the development of pol 
icy objectives and strategies for the protection of key strategic technologies lies 
with the Department of Defense." The report goes on to recommend the use of 
ad hoc committees comprised of 'ki owledgeable individuals from both govern 
ment and the private sector ... to contribute to the development" of these 
objectives and strategies. Many WEMA member firms have spent considerable 
time and energy participating in the Technical Advisory Committees established 
under the Export Administration Act of 1969. These committees not only con 
sist of a broad spectrum of knowledgeable industry participants but also Include, 
by statute, representatives of the Departments of Defense, State, Commerce and 
other key government agencies. WEMA wonders why the study on the export of 
U.S. technology was not conducted by one or mota of these Technical Advisory 
Committees. An allied question is why any subsidiary study directed towards 
the development of policy objectives and strategies for the protection of key 
strategic technologies should not be carried out by these existing Technical Ad 
visory Committees. Their wide technically-qualified membership would produce 
worthwhile studies which would have the added advantage of Including advice 
from parts of government other than the Department of Defense.

WEMA hopes these comments will be of use to the Subcommittee in Its con 
sideration of the Defense Science Board Task Force report. We, of course, will 
be pleased to respond more fully if any of these comments are not clear or it 
additional Information is desired. 

Sincerely,
HOPE H. BSOCK, 

Government Affairs Associate.
Senator STEVENSON. I was troubled, too, by that. I was going to make 

the same suggestion and yet how you develop simplified criteria which 
also take into account political complexities, the history and the future 
of every country in the world, raises a large dilemma in my mind. It 
seems we want simplified criteria, too, but one way of establishing it 
is by establishing a standard for Russia and others for everybody else, 
and yet if you go country by country by country the criteria aren't 
going to be simplified.

Mr. CHRISTIANSEN. The thing that really concerns usi very much ia 
the seeming implication in this report and others that there should be 
very tight strictures applied over technology transfers. It seems to 
us that in view of the importance of our free and open society and 
the resultant infrastructure to the development of technology in this 
country that a very tight level of control necessary to stop all poten 
tial exports of technology would adversely affect the growth of tech 
nology in this country. That would be disastrous. I don't have any 
solution to present at this time, but I would like to stress the impor 
tance of avoiding actions that would damage our technological edge 
for the sake of a few exports.

A couple years ago hearings were held on Senate Bill 3282, for the 
extension of the Export Administration Act. S. 3282 contained a pro 
vision, introduced at the request o' the administration, tb *t would 
require notification of technological agreements. WEMA supported 
this, although 15 days were considered too short a time. This measure 
might be something worth considering again.

One of the problem areas that WEMA has, and I think most tech 
nology exporters have, is that something more is needed than a one 
way reporting street such as that which was contemplated under that 
S. 3282. If a businessman is engn-red in discussions with the Soviets 
or other P^ast European countries, there is no one source he can go to
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in the administration to get an answer to some of his problems. He has 
to go agency to agency. WEMA believes there is a need for some sort 
of coordinating arrangements.

I'd like to pass on quickly to the matter of technical advisory com 
mittees. WEMA believes that the technical advisory committees should 
be continued. They perform a very valuable function. The major 
problem seeu:s to be a lack of utilization of the recommendations of 
these committees and a growing frustration on the part of the industry 
members about what is happening to their recommendations and ad 
vice. There is nothing in the regulations at this time that would call for 
any feedback, so WEMA recommends that a pan\r~ ^h be inserted 
in the Export Administration Act which would read something like, 
this:

To facilitate the work of the technical advisory committees, the Secretary of 
Commerce, in conjuctlon with other departments and agencies participating In 
the administration of this act, shall disclose to each snch committee, adequate 
information, consistent with national security, pertaining to the reasons why 
their recommendations were or were not accepted.

Another problem is the short terms of the members. They are lim 
ited to 2 years. We think that 3 or 4 years would be much more 

appropriate. At the present time a committee member gets acquainted 
with his committee, decides what he's supposed to do, and then hi& 
term is up before much really useful work is accomplished. This is an 
area that needs some attention.

The problem of licensing delays is one that has plagued high tech 
nology companies a great deal. On page 17 of my prepared statement 
you will see a chart which illustrates my own company's experience. 
The dashed line is the one that was submitted to this subcommittee 
2 years ago. The solid line shows our experience since that time. And 
you can see, delays have gotten considerably worse despite the 90-day 
requirement that was written into the law.

The Commerce Department has been quite regular in sending out 
90-day notices, although these notices have not been very illuminating. 
For example, in the 12-month period from October 1,1974 to Septem 
ber 30,1975, Hewlett-Packard submitted 294 U.S.S.R., ?-ast European 
license applications. In the year 1975, 3 months removed frcm that 
time period, we receive 10190-day letters. That's a third, which is quite 
high, much higher I'm sure than the Congress had in mind when the 
90-day requirement was passed.

Now Secretary Downey said yesterday that progress was being made 
toward reducing delays. That's great, but I think the Congress should 
take a continuing interest in the licensing delavs and there should be 
some sort of feedback mechanism to permit this. WEMA therefore 
suggests that lanmiage be added to the Export Administration Act to 
the effect that "The semiannual report required for the second half of 
1976 and every second report thereafter shall include a summary of 
those actions which have been taken or which are contemplated to 
meet or exceed the objective of approving or disapproving export 
license applications within 90 days of submission, as specified by Sec 
tion 4 (g)."

Another problem area is that of licensing display and demonstration 
equipment. Thesse difficulties come under the heading of practices of 
the U.S. Government that are more restrictive than those of other
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governments. A couple of years ago a provision was inserted into the 
act requiring the Secretary of Commerce to investigate these prac 
tices and report to the Congisss, which he did. We think it's time for 
another investigation and another report to the Congress.

Therefore, we have suggested legislative language which asks the 
Secretary to do just that.

The last area I'd like to touch on is that of licensing classifications. 
It's quite difficult for small companies, and we have a lot of small 
companies in WEMA, to understand whether or not their products 
require validated export licenses. The regulations as presently writ 
ten require them to be more or less experts on the whole export process, 
and this is a very difficult thing especially since many of these small 
companies contract with other firms to do their exports and thus don't 
need this detailed knowledge. We think that there's a need for a listing, 
a very concise listing by the functions under control and not by com 
modities, and that this list if distributed widely could be of major 
assistance to smaller companies.

That, Senator, concludes my testimony.
Senator STEVENSON. Thank you, Mr. Christiansen.

STATEMENT OF THOMAS A. CHRISTIANSEN IN BEHALF OF WEMA
Mr. Chairman and members of the subcommittee, I am Thomas A. Chrlstlausen, 

Manager of International Trade Relations of the Hewlett-Packard Company, 
Palo Alto, Calitornia. My company Is a major designer and manufacturer of test 
instrumentation used in the fields of electronics, medicine and chemistry for 
scientific research, engineering, production and maintenance. The company also 
designs and manufactures sophisticated calculators and engineering-oriented 
computers and selected peripheral equipment.

Hewlett-Packard Is a founding member of WEMA, and it is en behalf of 
WEMA's member firms that I am appearing here today in support of S. 3084, a 
bill to extend the Export Administration Act of 1968 as amended and extended 
by the Equal Export Opportunity Act of 1972 and the Export Administration 
Amendments of 1974. My testimony will concentrate on the national security 
provisions of the Act. In the course of my testimony I will describe the current 
administration of the Act as experienced by WEMA member companies and sug 
gest several legislative changes which would improve the ability of U.S. firms 
to compete against their West European and Japanese counterparts in the ex 
panding markets of the USSR, the Socialist countries of Eastern Europe and 
theFeople's Republic of China.

WEMA is a trade association of over 730 companies, located primarily In the 
Western United States. WEMA member companies share a common Interest In 
that they are all engaged in sophisticated electronics and information technology. 
A preponderance of WEMA member companies are small-to-medium in size, 
designing and manufacturing sophisticated components and equipment for a 
number of end markets. Some of the types of products WEMA member companies 
manufacture are: semiconductor devices, such as transisters, diodes, and inte 
grated circuits; test equipment such as oscilloscopes, signal generators, counters 
and voltmeters; computers and computer peripheral equipment; calculators; 
telecommunications equipment, such as radio transmitters and receivers; end 
finally, components such as tubes, resistors, capacitors and similar Items.

The sale of high-technology products abroad, such a<j those manufactured by 
WEMA member companies, has been one of the prime areas in which the U.S. 
has continued to hold Its own in the world marketplace. According to U.S. 
Department of Commerce statistics, the favorable balance of technology Intensive 
exports over imports ranged from $7.5 billion to over $10 billion between 1957 and 
1973. In 1974, the last year for which Department of Commerce statistics are 
available, the favorable balance of trade In these product areas was $10.7 
billion.

Despite strong competition abroad, most WEMA companies have been success 
ful in maintaining a technological lead over their foreign competitors and have
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performed well In the International marketplace. In a recent survey, 189 respond 
ing WEMA companies—whose sales volume amounted to slightly over $4 billion 
In 1973 or approximately 54% of the total sales of our entire membership— 
Indicated that 27% of their 1073 sales came from the export of U.S. manufactured 
products. This Is a substantial Increase over several years ago when a majority 
of the respondents to a similar survey indicated that their International sales 
represented between 5% and 15% of their total volume.

Some WEMA member companies are much more deeply Involved In Inter 
national trade. For example, In 1975 half of the $1 billion in orders received by 
my company, Hewlett-Packard, came from outside the United States. U.S. 
exports represented over 70% of our international volume. Only a relatively 
small amount of Hewlett-Packard's products, however, have been sold In the 
Oommunlst countries—some $14 million In 1975, for example. This is not too 
surprising since the People's Republic of China Is a relatively new area, and up 
to the end of 1967 my company did very little to sell Its products in the USSR 
and the Socialist countries of Eastern Europe.

Other WEMA member companies also experience relatively low sales volumes 
In these areas. This is not due to any particular leek of credit; the products of a 
large number of WEMA companies enjoy a good reputation for performance, 
quality and price and since the value of a typical transaction is relatively small, 
hard currency can usually be found. Instead the low volumes seem to be due to 
other factors such as the various export controls which limit the products that 
can be sold, and to less technically sophisticated and, hence, smaller sized 
markets In the USSR, the Socialist countries of Eastern Europe and the People's 
Republic of China.

Low volumes are also due to: 1) the historic close trading relationship between 
Western and Eastern Europe, where the former has been a major supplier of 
more highly sophisticated manufactured goods and the latter has been a tradi 
tional source of raw materials, agricultural products, chemicals and certain 
usually simpler manufactures, 2) the rigidities of the Communist state trading 
systems and the attendant difficulties this poses for U.S. businessmen and, 3) the 
shortage of hard currency and the scarcity of attractive products, marketing 
skills and equal tariff treatment needed by the Communist countries to compete 
in the U.S. market, an effort which would earn funds which could be used to 
purchase U.S. goods.

Despite these and other difficulties, Communist markets are of Increasing im 
portance to U.S. high-technology firms. Some figures may be helpful. In 1970, 
only $350 million, less than 1% of the $43 billion In U.S. exports, went to the 
USSR and Eastern Europe. By 1975 this amount had grown nearly 8 times to 
$2.75 billion. Although agricultural exports accounted for about two-thirds of 
this figure, industrial commodities have assumed considerable prominence rising 
seven-fold in the past ten years to nearly $1 billion in 1975. Technology intensive 
products represent about half of this $1 billion figure, the market for such U.S. 
products In the Soviet Union and Eastern Europe having quadrupled from 1972 
to $430 million in 1974.

The provisions of the Export Administration Act pose particular problems to 
every U.S. firm selling high-technology products to the Communist countries. The 
Act is a living document and, as such, fully reflects the ambivalence with which 
the United States, and all capitalist countries for that matter, view the Com 
munist countries and their ideologies. As the mood of the United Steles has 
changed from time to time, these changes in attitude have been reflected in 
various amendments to the Act. For example, the shift from the deep hostility 
of the early 1950's to a more moderate position at present which recognizes the 
importance of reaching accommodations short of armed conflict. Improsed com 
munications forms an important part of this process and the Congress, In modi- 
fylne the Act In recent years to permit an increased flow of non-strategic trans 
actions, has recognized that commercial trade in peaceful goods can do much to 
stimulate communications.

Before reviewing the way In which the current provisions of the Export 
Administration Act of 1969 affect high-technology U.S. firms it is useful to review 
some of Ihe liberalizing changes which have occurred in recent years.

THE EXPORT ADMINI8TBATION ACT OF 1969

The Congress, in drafting and passing the Export Administration Act of 1969, 
made extensive changes in the more restrictive economic and potential military 
usage provisions of the preceding Export Control Act of 1949. T'ie Congress
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declared "It Is the policy of the United States ... to encourage trade with all 
countries with which we have diplomatic or trading relations except those 
countries with which such trade has been determined by the President to be 
against the national interest . . .". This forthright change In emphasis encour 
aged many previously reluctant U.S. exporters to begin the arduous and expensive 
task of actively selling In the USSK and the Socialist countries of Eastern 
Europe. The clearly expressed Intent of Congreij to promote trade in peaceful 
goods also encouraged the Adm'nistratlon to reduce a great number of unilateral 
U.S. export controls, to narrow the licensing differentials which had existed 
between the various Comi.iunist countries, and to modify some administrative 
practices which had been weighted towards denial.

THE EQUAL EXPOBT OPPORTUNITY ACT OF 19TZ

In the Spring of 1972 the Congress conducted oversight hearings on the Export 
Administration Aet of 1969 and subsequently prepared further liberalizing and 
extending legislation. These provisions, signed Into law as "The Equal Export 
Opportunity Act of 1972", emphasized the concern of the Congress over the 
adverse effect on the U.S. balance of payments exerted by excessive controls, 
particularly those which are greater than those imposed by other friendly 
western countries.

To remedy this situation, the Secretary of Commerce was directed to remove, 
so far as the security of the United States permitted, unilateral U.S. controls 
over commodities available ". . . without restrictions from sources outside the 
United States in significant quantities and comparable In quality to those pro 
duced in the United States . . .". After a relatively slow start, almost all of 
the remaining small number of unilateral controls over high-technology elec 
tronic products were removed. By early 1973 most WEMA member companies 
were operating under virtually the same controls as their West European and 
Japanese competitors.

The equal Export Opportunity Act of 1972 also declared It was the policy of 
the United States to subject all controls to Governmental review In consultation 
with qualified.experts from private Industry. To effect this review, the Secretary 
of Commerce was directed "upon written request by representatives of a substan 
tial segment of any Industry which produces . . . (commodities) . . . subject 
to export controls . . . (to) appoint . . . Technical Advisory Committee(s) . . . 
(consisting) of representatives of U.S. Industry and Government". These Techni 
cal Advisory Committees were to be "consulted with respect to questions involving 
technical matters, worldwide availability and actual utilization of production 
and technology, and licensing procedures which may affect the level of (unilateral 
U.S. and COCOM) export controls . . .".

As a result of this legislation, the Secretary of Commerce established seven 
Technical Advisory Committees: Semiconductors; Semiconductor Manufactur 
ing and Test Equipment; Numerically Controlled Machine Tools; Telecommuni 
cations Equipment; Computer Systems; Computer Peripherals; Components and 
Related Test Equipment; and Electronic Instrumentation. These committees 
have met a number of times during the past three years.

The Equal Export Opportunity Act of 1972 also directed the Secretary of Com 
merce to submit a special report to the President and the Congress which would, 
among other things, list ". . . any procedures applicable to export licensing in 
the United States which may be or are claimed to be more burdensome than simi 
lar procedures utilized in nations with which the United States has defense treaty 
commitments, and the reasons for retaining such procedures in their present 
form." Prominent among the burdensome procedures listed in the report, dated 
May 29, 1973, was the U.S. policy of not permitting temporary exports of U.S. 
strategic goods for display and demonstration in Communist countries unless a 
good likelihood exists that permanent sale would be approved. The report stated 
that no conclusion had been reached on this practice and indicated that it, along 
with a number of other burdensome procedures was subject to continuing dis 
cussion between the Department of Commerce and its advisor agencies. The 
Export Administration Report covering the second quarter of 1974 issued a year 
later stated (on page 13) that "Recent interagency re-review . . . led to a conclu 
sion that . . . there are unacceptable security risks in altering present prac 
tice (H)". Accordingly the decision to retain the practice of not permitting such 
display/demonstration exportation was reaffirmed.
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EXPORT ADMINISTRATION AMENDMENTS OF 1*74

In the Spring of 1974 the Congress again conducted oversight hearings on the 
subject or export controls aiuu suusequeiuly pruposeu ameuuiug aim extending 
legislation wiiicn was Signed inio law as "rue export Auniimsirauon .anieuu- 
ineuts of l»(i . inciudeu uiuoug the various amenaineuts were several relating 
to strategic controls ana neiice of major signincauce to t.8. liigu tscnnoiogy 
exporters, xhe intent of these amendments was to:

(1) Strengtnen tne role of tlie Joint Business/Government Technical Advi 
sory Committees which review and suggest changes to the export controls. This 
was to be accomplished by requiring active memuership on each Committee of 
representatives of the Departments of Commerce, Defense, btate and other 
appropriate agencies. In audition, consistent with national security, each Tech 
nical Advisory Committee was to be supplied with adequate information concern 
ing the reasons for the export controls in effect or contemplated.

(2) Permit the Secretary of Defense to determine, in consultation with the 
other participants In the interagency review process, which Communist area 
export license applications he wished to examine. This was accomplished by add 
ing superseding language to the Export Administration Act of 1969 which 
removed the Congressional override provisions of the Military Appropriations 
Authorization Act of 1974 and permitted the Secretary of Defense to resume 
his former practice of delegating to the Secretary of Commerce the review and 
subsequent approval/denial of certain low-risk types or categories of license 
applications.

(3) Reduce the disadvantage U.S. exporters face vls-a-vls their foreign com 
petitors by speeding up the slow-moving U.S. licensing process. This was to be 
accomplished by requiring the processing of export license applications relating 
to the national security of the United States within 90 days of submission. If 
the licensing agencies decided that additional time was required, the applicant 
was to be informed of the circumstances causing delay and given an estimate of 
when a decision would be reached.

Let me turn now to a description of some of the problems that WEMA mem 
ber companies face under the provisions of the Export Administration Act as 
they conduct their business activities im the USSR, the Socialist countries of 
Eastern Europe and the People's Republic of China. In the course of doing so 
I will make some suggestions, legislative and otherwise, how WEMA believes 
these problems might be alleviated.

TECHNOIXXJY TEANSFEE

Two recent studies, the GAO report on the Government's role in East-West 
Trade and the report of the Defense Science Board have expressed concern over 
the looseness amd the unenforceability of the existing controls over the transfer 
of technology. The Defense Science Board sees the major area of concern to be 
the transfer of design—R & D and engineering—and production know-how. Less 
concern is expressed over the technology contained in specific products since 
much of this technology is considered unextraetable. WEMA agrees with this 
analysis and supports the recommendation of the Defense Science Board for 
the development of a simplified system of evaluation which would speed the 
processing of license applications for specific products. WEMA also supports the 
suggestion that these procedures be based more upon the intrinsic utility of the 
products rather than commercial specifications and intended end use. WEMA 
welcomes any suggestions to streamline the licensing process and reduce the 
effort involved in preparing license applications, including the present require 
ments for detailed supporting documentation which is often difficult to obtain 
and frequently of doubtful value.

On the other hand, WEMA views with concern the conclusion which seems to 
be reached In these and other reports that more stringent controls should be 
adopted on the transfer of non-embodied technology—R & D, engineering, produc 
tion know-how, etc. To a considerable degree the technological edge enjoyed by 
the United States is a direct result of a free and open society, a strong educa 
tional system, and a continuous high level of private and governmental support 
for R & D. In fact, technology is a commodity which improves with use and which 
must be replenished continually. WEMA'e concern is that if the United States 
trbr* to stop all leak? to potential enemies the elaborate, and comprehensive 
system of infernal controls required would endanger the vigor of this interde 
pendent infrastructure and Inadvertently dull our techmoloerlcal edee. In stopping 
leaks we may find, too late, that we have pinched off valuable sparks of creativity.
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In general WEMA believes that the Innate good sense of U.S. businessmen to 

retain tiieir most important, latest technology, and the existing technology con 
trols exercised by the Commerce and State Departments and certain other 
government agencies are adequate to prevent the transfer of vital technology 
to our potential enemies.

Having said this, let me refer to a measure in S. 3282, a bill introduced some 
two years ago at the Administration's request to amend and extend the Export 
Administration Act of 1969. This measure, which did not become law, would 
have enabled the government to obtain more information on proposed technology 
transfers. This would have been accomplished by requiring U.S. firms and their 
associates to report within 15 days any written agreement which might result 
in the export of a Communist territory of U.S. origin technical data not gener 
ally available.

WEMA believes that the vast majority of U.S. firms who might become 
Involved in transferring technology to the Communist countries have kept the 
U.S. Government informed. However, slip-ups have occurred and the danger will 
become more intense as trade increases and as the Communist countries place 
greater emphasis on obtaining technical "cooperation". It's possible that one of 
WEMA's smaller companies, deeply immersed in a fast moving stream of U.S. 
technology, might not be aware of the export controls over technical data, or by 
under-valuing the importance of its technology, might disclose it unwittingly. 
Leverage might also be a problem. A small high-technology company, relatively 
inexperienced in Internationa! trade and perhaps facing reverses in this country, 
might find itself pressured into providing a small amount of what seems to be 
innocuous technology in order to secure a large contract.

These are hypothetical cases but they do arouse some concern and thus when 
S. 3282 was being considered by the Congress WEMA expressed no objection to 
providing this information, although it believed that a 15-day time frame was too 
short. WEMA had no objection two years ago and has no objection now.

While I'm on the subject, however, let me add that WEMA believes that some 
thing more than a one-way reporting function is required. WEMA's experience 
is that U.S. firms seem to have no individual or group of people in the U.S. 
Government to whom they can outline the problems they face in dealing with the 
Communist countries and quickly receive comprehensive, high level, responsible 
advice. It is true that the Bureau of East-West Trade of the Commerce Depart 
ment is available for consultation. However, many of the problems encountered 
fall under the Jurisdiction or within the special expertise of other departments 
and agencies within the government—State, Defense, Justice, Energy Research 
and Development Agency and a host of others. The Bureau of East-West Trade 
tries to obtain opinions from those other agencies, providing, of course, that the 
Bureau or the U.S. firm recognizes the agency's involvement). Responses, how 
ever, are very slow and, in WEMA's experience, frequently too vague to be 
very helpful.

WEMA believes an interagency committee composed of fairly high-level offi 
cials from the various Government agencies is needed. This committee would 
meet periodically with representatives of U.S. firms facing problems with the 
Communist countries. These firms would appear voluntarily to review their prob 
lems and receive counsel from the various Government officials, each according 
to his area of expertise. The Government would benefit from this arrangement 
by receiving first-hand information about the difficulties U.S. businessmen face 
in dealing with the various Communist governments, and the U.S. fl.ms would 
benefit from the advice. WEMA believes the need for this type of an arrange 
ment is great and will increase as time goes on. WEMA urges the Committee to 
consider this matter and develop and introduce suitable language into the Export 
Administration Act cf 1969, or a more appropriate legir,'a*'ve vehicle, which 
would authorize the formation and operation of such a committee.

TECHNICAL ADVISORY COMMITTEES

The major function of the joint business/government Technical Advisory 
Committees is to review and make recommendations on the U.S. unilateral and 
the COCOM controls in terms of current U.S. technology and U.S. strategic 
needs. In 1974 the Congress strengthened the role of these committees by 
requiring membership of representatives of the Departments of "Defense and 
State, and, when appropriate, other government departments and agencies". 
The adoption of this language has broadened government interest and partici 
pation so that now the committees are much more than just a "Commerce Depart-
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ment Show". Moreover, there is evidence that greater Involvement has caused 
certain government agencies to view the work of these committees with greater 
seriousness.

WEMA believes, despite the concern expressed by some of the business partici 
pants over the amount of time required to achieve results, that the Technical 
Advisory Committees provide a useful 'unction. They offer the government 
unique access to "state-of-the-art" technical and commercial expertise which 
can be provided only by representatives of industry. On the other side of the 
coin, the committees offer businessmen a rare exposure to some of the basic 
security problems of the United States.

Although WEMA strongly believes the Technical Advisory Committees should 
be continued, It also 'believes that they must be utilized more effectively. Lack 
of effective utilization has led to frustration on the part of a number of talented 
people who have voluntarily served on these committees. Si«?ciflcaUy, WEMA 
believes that the recommendations of the committees must be taken more seri 
ously. WEMA understands that on several occasions committee recommendations, 
apparently agreed to by all participants including those from government, have 
either come to naught or have been rejected without notification or consultation. 
For example, the Technical Advisory Committee on Computers worked with the 
National Bureau of Standards for over a year to improve the technical criteria 
required to more effectively measure computer performance. WEMA doesn't 
know all the facts since most of the activities of these committees are, and should 
be, classified, but it appears likely that the new standards have been rejected 
and despite all this work the same old, obsolete criteria \vill continue to be used. 
It is unfortunate that this has happened, but more disturbing is the fact that 
the Committee has not received any reasons why its recommendations were 
unacceptable. In situations like these questions about the meaningfulness of the 
role of the Technical Advisory Committees are bound to occur.

In WEMA's view, a somewhat similar situation has been dealt with much 
better in the Trade Reform Act of 1974. In this Act the Congress recognized the 
need for timely and accurate advice from industry to support the efforts of our 
country's trade negotiators during the GATT discussions and thus incorporated 
a number of specific provisions to ensure a two-way flow of information.

WEMA urges the Congress to ensure an adequate amount of feedback to the 
Technical Advisory Committees by adding the following additional numbered 
paragraph to Section 5(c) of the Export Administration Act of 1969:

"(6) To facilitate the work of the technical advisory committees, tie Secretary 
of Commerce, in conjunction with other departments and agencies participating 
in the administration of this Act, shall disclose to each such committee, adequate 
information, consistent with national security, pertaining to the reasons why 
their recommendations were or were not accepted."

WEMA also recommends that the term of the Industry members be raised from 
two to three or four consecutive years. Analyzing the U.S. unilateral and the 
COCOM controls and deciding whether or not and, if so, what changes should be 
made is a difficult task requiring an intimate, relaxed, working relationship 
among the industry and government members on each committee. The present 
limitation to a maximum two year term causes disruption and allows very little 
time for an individual to become familiar with the other members or the work 
of the committee say nothing of making a substantial contribution 'to the overall 
effort. In WEMA's view, the work of the Committees would Iw accomplished more 
effectively if the industry members were permitted to serve longer terms.

LICENSING DELAYS

During the oversight hearings on the Export Administration Act of 1960 con 
ducted in the Spring of 1974 a number of trade associations and exporters com 
plained about 'the lengthy licensing delays which were putting them at a consid 
erable disadvantage vis-a-vis their West European and Japanese competitors who 
were able to obtain licensing decisions more quickly.

These exporters claimed that time delays, serious in any transaction, were 
especially serious in dealing in the USSR and the East European markets where 
U.S. suppliers already faced several built-in disadvantages. Some of these dis 
advantages are: lack of familiarity with the market; the relative lack of hard 
currency; remoteness, and thus, the fact that long shipping Intervals are re 
quired ; the unwillingness or inability of U.S. firms to accept merchandise from 
the USSR and Socialist countries of Eastern Europe in payment for U.S. goods, 
etc.
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The Congress was sympathetic and to stimulate speedier licensing action In 
cluded provisions In the Export Administration Amendments of 1974 requiring 
the processing of export license applications relating to the national securfty of 
the United States within 90 days of submission. It was recoglnzed, however, that 
under certain circumstances additional time might be required. As a result pro 
visions were included so that If the 90-day period was to be exceeded, the appli 
cant would be informed of the circumstances causing the delay and given an 
estimate of when a decision would be reached.

I would like to turn to my company's experience to show 'that shortened licens 
ing cycles which would benefit U.S. exporters In their competitive struggle with 
West European and Japanese firms have not been reached.

HEWLETT-PACKARD COMPANY
USSR/EAST - EUROPEAN LICENSE APPLICATIONS 

FOR COCOM-CONTROUED PRODUCTS IV CALENDAR QUARTERS
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EXHIBIT I

The Hewlett-Packard Company currently submits quarterly an average of gome 
75 license applications for fOCOM controlled products destined for use In the 
USSR or the Socialist countries of Eastern Europe. The dashed trend line on 
Exhibit I, fitted by the linear regression method, shows that this licensing load 
has risen four-fold in the past 4^ years. Barring any radical reduction in the 
COCOM controls, Hewlett-Packard's licensing activities can be expected to con 
tinue to increase as its trade with the USSR and the countries of Eastern Europe 
grows and as the company supplies more of its products to the People's Republic 
of China.

Over the 4% year period from July 1, 1972 to December 31, 1975 the Hew 
lett-Packard Company submitted 839 U.S. export/reexport license applications for 
COCOM controlled commodities destined to the USSR or the Socialists coun 
tries of Eastern Europe. As of December 31, 1975, 65 of these applications were 
still pending. Some of these had been submitted within the past few weeks and, 
thus, it was too early to expect a licensing decision, while others had been pend 
ing for longer periods of time, the longest some 12 months. Five-hundred forty- 
six of the 774 license applications for which decisions had been received over the 
4%'year period represented the vast bulk of He^I. tt-Packard's exports and 
reexports of COCOM controlled electronic instrumentation, computer systems 
and computer peripherals to the USSR and the countries of Eastern Europe-.

Exhibit II shows cumulatively on a percentage basis the amount of time re 
quired to reach licensing decisions for these 546 applications. The time Interval 
for each application was measured from the date on which It was airmailed to
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Washington, D.C. to the date on which the Co-amerce Department Issued approval 
or denial. On those occasions when a license application was returned for addi 
tional information, the amount of time It remained in Hewlett-Packard's hands 
pending receipt of the Information and resubmittal was deducted.

HEWLETT-PACKARD COMPANY
PROCESSING TIME ANALYSIS OF 546 MAJOR

USSR/EAST - EUROPEAN LICENSE APPLICATIONS
FOR COCOM-CONTROLLEO PRODUCTS

— 286 APPLICATIONS 1 JUL 71 - 31 MAR 74
— 260 APPLICATIONS 1 APR 74 - 31 DEC 75

2 3 4 5 S 7 89 
MONTHS OF PROCESSING TIME

EXHIBIT II
The dashed curve relates to the 28C major licensing decisions received over the 

2y4 year period from July 1, 1971 to March 31, 1974. This chart with this curve 
was included in my statement to the Congress on April 25, 1974 and, I believe, 
provided support for the 90-day requirement which was later written Into the 
Act. An examination of this curve shows that % of the cases were decided 
within a period of slightly more than 3 months.

The second curve, the solid Une, relates to 260 major licensing decisions 
received over the following 1% years from April 1, 1974 to December 31, 1975. It 
is obvious that despite the BW-day requirement written into the law, licensing 
delays increased dramatically. During this most recent 1% year period it took 
4% months. 60% more time, to reach a licensing decision on % of the cases! 
80% were handled within 6V4 months compared to 5 months during the earlier 
period and the remaining 20% dragged on, and on, and on. The inability to reach 
a decision in these cases has caused particular discouragement within our sales 
force, caused customer unhappines, subjected us to late delivery penalties and 
has sometimes even resulted in cancellations.
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It is interesting to note that when the staistleal work leading to this second, 

most recent curve was performed, an additional analysis was made of the time 
It took to receive licensing action on the 106 cages decided In the last half of 
1975. I'm sad to report that little, If any, change had occurred—licensing delays 
In the last six months of 1975 were virtually identical to those encountered over 
the 1% year period taken as a whole.

HEWLETT-PACKARD COMPANY
AVERAGE TIME BY CALENDAR O.UARTERS

RE8UIBEO TO PROCESS H8 MAJOR USSR/EAST - EUROPEAN LICENSE APPLICATIONS 
FOR COCOM-CONTROLLED PRODUCTS
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EXHIBIT III

Not only have the licensing delays of the most recent 1% year period been 
substantially worse than those of the previous 2% years, but by year-end 1975 
the 130-135 day average amount of time required to reach a licensing decision 
was nearly twice that of the 80-day average prevalent in mld-1971. The increase 
In licensing delays is shown graphically on Exhibit III which groups the 546 
major licensing decisions Into the various calendar quarters in which decisions 
were reached.

Section 4(g) of the Export Administration Act requires that the applicant 
be notified if more than 90 days is needed to approve or disapprove a license 
application relating to the national security of the United States. The applicant 
is also to be informed of the circumstances requiring additional time and given 
an estimate of when a licensing decision will be reached.

The Commerce Department has been very regular in sending out "90-day 
notices" but the Information they have contained has not been very helpful and 
many of the estimated dates have been quite inaccurate, In both directions. The 
over 100 notices received by the Hewlett-Packard Company almost invariably 
falls Into one of four formats:

(1) We have tentatively concluded that approval of this transaction is appro 
priate. We are now consulting with other government agencies that advise us on 
export control matters. Unless unforeseen circumstances arise, we expect to com 
plete action in ———— montiis.

(2) We have tentatively concluded that approval of this transaction Is appro 
priate. In accordance with established procedures, we are currently seeking the 
concurrence of the other countries that participate in the international strategic 
control organization (f 'TOM). Unless unforeseen circumstances arise, we expect 
to complete action iu ———— months.
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(3) As required by the 1974 amendments to the Export Administration Act 

(Section 4(h)), your case is now under review by the Department of Defense 
to determine whether the export would significantly increase the military capa 
bility of the country of destination. Unless unforeseen circumstances arise, we 
expect to complete action In ——— months.

(4) Because of personnel commitments to other aspects of the export control 
program, including a review of the International export control list, and because 
priority was given to the processing of other applications you have on file, we 
have not been able to complete the technical analysis and documentation of this 
application. We hope to have the analysis ready for consultation with the other 
government agencies that advise us on export control matters by ————. If fol 
lowing this consultation, we conclude that approval Is appropriate, we must 
seek the concurrence of the other countries that participate In the international 
strategic control organizations (COCOM). Unless unforeseen circumstances arise, 
we expect to complete action in ———— months.

One point should be made clear. The purpose of the 90-day notification require 
ment was two-fold : to convey Important information to the exporter and to 
stimulate the licensing authorities to meet the 90-day commitment. Neither 
Hewlett-Packard nor any of WEMA's member companies want improved 90-day 
notices. What we really want is more rapid licensing and the total absence of 
such notices!

Licensing Delays can be attributed to a number of factors, singly or In combi 
nation. Some of these are :

A lack of centralized policy direction at the highest governmental levels which 
would coordinate the disparate views and opinions held by the various agencies 
participating in export control activities,

Little or no reduction In the scope of the controls despite the fact that Western 
availabilities and, for that matter, availabilities within the Communist countries 
themselves have changed substantially in recent years,

The sudden withdrawal of licensing delegations by the Department of Defense
in mid-1974 under an amendment to the Military Authorizations Appropriations
Act of 1974 and the slow, and to date incomplete, restoration of these delegations,

The absence of significant additional licensing delegations which would permit
more rapid processing of license applications,

A constant increase In the number and difficulty of new applications as U.S. 
firms increase their business with the Communist countries and as equipment, 
especially computer systems, Increases in complexity.

An inability of the licensing agencies, particularly the Department of Com 
merce, to either ask for or obtain adequate funding to add the qualified people 
required to reduce licensing delays, etc.,

Personnel cuts In the licensing agencies, especially the Department of Com 
merce, along with increased workloads such as those occasioned by sharp 
increases In short supply activities and In connection with the Administration 
of the Boycott provisions of the Export Administration Act,

A subtle downgrading In the Commerce Department of the importance of export 
control activities In terms of attention, budget and manpower in favor of more 
glamorous activities such as negotiating protocols and establishing a host of 
promotional and ancillary activities—all of which stimulate demand, much of 
which must funnel through a time consuming, incentive robbing archaic licensing 
systems,

Archaic paperwork and slow, manual data retrieval procedures which waste 
the time of highly skilled licensing officers who would be better employed analyz 
ing applications and speeding them through the licensing process.

In the face of all these difficulties and all this gloom, WEMA is pleased to 
acknowledge that since early January J976 a concerted effort to reduce licens 
ing delays lias been underway In the Commerce Department. This effort, taking 
place at the instigation of Deputy Assistant Secretary Arthur T. Downey and 
his associates, Involves, as I'm sure you have been told already, budgetary 
authorization for some 20 to 25 additional qualified licensing people, serious study 
and hopefully a streamlining and an automation of the paperwork and data re 
trieval system, and a crash program of overtime and week-end work In the licens 
ing divisions, now extending into the Operating Committee, to reduce ever mount- 
Ing licensing backlogs to more manageable levels. Th? U.S. export community and 
especially the high technology sector applauds sucli long overdue actions and 
hopes that the momentum can be increased thus confounding those cynics 
among us who tend to soe the effort as .«>rt of a charade staeed principally for 
the benefit of a Congress engaged in oversight hearings on the Export Administra 
tion Act!
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In WEMA's view it is unlikely that the problem of licensing delays can be 
resolved to the satisfaction of U.S. businessmen without the presence of strong 
policy direction at the highest government levels, the Congress as we'll as the 
Administration. Moreover, without such policy direction WEMA feels that efforts 
to establish the Department of Commerce as an effective "lead agency" as recom 
mended by the GAO or to reduce reliance on the slow case-by-case method of 
handling license applications in favor of more general, easier to administer 
guidelines as recommended by the Defense Science Board face considerable 
difficulties.

WEMA hopes, of course, that political/strategic relations with the Communist 
countries will soon relax enough to make possible the development and establish 
ment of strong centralized policies which would lead to the elimination of 
licensing delays and a host of other problems confronting U.S. businessmen. 
In the meantime WEMA believes that the Congress should be kept informed 
as to the progress being made in reducing licensing delays to the specified 90-day 
period and even, hopefully, improving on that objective. WEMA therefore urges 
the adoption of the following lettered paragraph to Section 10 of the Export 
Administration Act of 1969:

"(c) The semiannual report required for the second half of 1976 and every 
report thereafter shall include a summary of those actions which have been taken 
or which are contemplated to meet, or exceed the objective of approving or 
disapproving export license applications within 90 days of submission, as 
specified by Section 4(g)."

LICENSING OF DISPLAY/DEMONSTRATION EQUIPMENT

The ability to display and demonstrate products at exhibitions, private show 
ings and technical symposia is an important sales tool. Here too, U.S. businessmen 
active in the Communist countries face disadvantages not experienced by their 
West European and Japanese competitors. This is because the licensing of U.S. 
goods for display or demonstration in Communist countries is subject to delays 
and various restrictive practices. As Secretary of Commerce Dent pointed out 
in the Department's Special Report of May 29, 1973, "The U.S. has long followed 
the practice of not approving a license for temporary export of a COCOM-list 
commodity to a Communist country for display and demonstration . . . when . . . 
there was substantial likelihod that it would not, for national security reasons, 
approve a license for subsequent sale and permanent export of the same com 
modity to the Commuunist country . ..".

The reasons advanced to support this more restrictive policy include:
(1) The possibility that a displayed commodity might become "lost"—presum 

ably the U.S. exporter mig;>t not take appropriate care to see the item was 
returned to the West or the Communist country might refuse to reexport it,

(2) Display in a Communist country might inadvertently disclose important 
technology,

(3) U.S. exporters, for prestige purposes, might tend to display/demonstrate 
their most sophisticated, top-of-the-line products, thus stimulating demand 
for items which can be neither licensed nor supplied, and

(4) U.S. exporters would pressure the U.S. Government to license the sal* 
of the highly sophisticated products they had been permitted to display/ 
demonstrate.

Although each of these reasons have some basis in fact, the potential dangers 
are exaggerated. For example, it is hardly conceivable that a reputable U.S. 
exporter of the type of the U.S. Government would be willing to permit to 
display/demonstrate in a Communist country would perform so carelessly as 
to run the risk of incurring stiff penalties which could be imposed under the 
Export Administration Act. Similarly it is quite unlikely that a Communist 
country would jeopardize its entire future trade with the United States by 
refusing to reexport temporarily imported commodities. In a like manner, the 
argument about the possible disclosure of technology is weak—very little of the 
technology embodied in products is extractable. Moreover, a Communist engineer 
or official can easily obtain a visa to attend a demonstration or exhibition In a 
number of nearby Western countries and even, in may cases, the United Stntes.

It is true that a number of U.S. exporters might wish to display/demonstrate 
their most sophisticated, top-of-the-line products despite the fact that the costs 
of transportation, exhibition, etc. would not be recovered if the Items could not 
be approved for sale. Still, the risk would likely be quite small since technology 
contained in products is not all that extractable and as pointed out earlier, Com-
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munist officials can easily see these top-of-the-line products In nearby Western 
countries. Its also true that U.S. exporters are likely to pressure the U.S. Govern 
ment to approve products which tiiey had displayed, tout this is nothing uew. 
Pressure is already being exerted and its difficult to see how it would increase 
to any significant degree if the present restrictive U.S. policies '.'oncernlng 
exhibition/demonstration in the Communist areas were eased.

All these reasons and arguments aside, the important point ' ,iat a number 
of other COCOM countries, each of whom manufactures proai of great tech 
nical sophistication, follow a more liberal licensing policy. 1ms puts U.S. ex 
porters at a competitive aisadvantage. Again, according to Secretary Dent, 
". . . at least . . . four (of the COL Oil countries) . . . Japan, France, Italy, 
and the United Kingdom . . . follow a more liberal policy, freely licensing 
such temporary exports . . . regardless of whether a subsequent sale and per 
manent export of the same article is or is not likely to win the requisite unani 
mous approval of COCOM."

The more restrictive U.S. licensing policies also pose additional handicaps. 
U.S. exporters wishing to display or demonstrate COCOM controlled products in 
the Communist countries must make their plans anl flle their license applica 
tions considerably in advance. 'Sales people find this quite difficult to do and still 
be responsive to the needs of the market. Even then, U.S. exporters have no 
real idea of whether or not permission will be granted and the display/demon 
stration can proceed as planned. When rejections occur, frequently perilously 
close to the display/demonstration date, a frantic scramble ensues for acceptable 
substitutes. If these cannot be obtained the display/demonstration is either can 
celled or limps along as well as possible without the rejected commodity. As 
can be imagined, the indecision, the inability to show, and the possibility of can 
cellation has a strong negative effect on would-be purchasers and would-be U.S. 
exporters.

The net effect of these delays is to provide a considerable advantage to those 
competitors from COCOM countries following more liberal practices. In the 
words of Secretary Dei\t, it seems "that American firms should be given an 
opportunity at least equal to their competitors in those COCOM countries that 
permit temporary display on a relatively free basis . . . thus, American firms 
could display more sophisticated products, thereby creating a better competi 
tive position and enhancing sales of their other products".

WEMA agrees and, despite the decision to retain the present restrictive prac 
tices mentioned in the Export Administration Report for the second quarter 
of 1974, urges adoption of more liberal and more rapid procedures to approve 
temporary exportation for display/demonstration purposes. Such procedures 
should apply to all commercial products except, perhaps, a small number of 
specifically designated strategic commodities for which a real danger exists that 
Important technology might be disclosed, extracted and/or copied. These des 
ignated commodities should be clearly identified so they could receive a full 
licensing review before display/demonstration would be permitted.

WEMA believes that the Congress should take a continuing interest in the 
overly restrictive display/demonstration policies presently in effect and in 
other policies or procedures which place U.S. business at a disadvantage vis-a-vis 
its West European and Japanese competitors. WEMA urges the Congress to ask 
the Secretary of Commerce to review these practices once again and submit a 
special report listing his actions and his recommendations. This could be ac 
complished by adding the following numbered paragraph to Section 4(b) of the 
Export Administration Act of 1969.

"(5) Not later than 9 months after the date of enactment of (the extension of 
the Export Administration Act) the Secretary of C^-'merce shall submit to 
the President and to the Congress a special report of actions taken under para 
graphs (2) and (3). Such report shall contain a list of any procedures appli 
cable to export licensing in the United States which may be or are claimed to 
be more burdensome than similar procedures utilized in nations with which 
the United States has defense treaty commitments, and the reasons for re 
taining such procedures in their present form."

LICENSING CLASSIFICATIONS

The Export Control Regulations of the United States are voluminous and 
complex—approximately two inches thick, detailed, available only by subscrip 
tion, and updated some 15 to 25 times a year mainly b^ means of loose-leaf 
replacement pages. I>arge companies with substantial export sales assign certain
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people to study the regulations and develop a necessary amount of expertise. 
These firms realize that compliance with the regulations is essential to protect 
the national security and are well aware of the penalties that violations might 
bring. However, many of WEMA's member companies are relatively small and 
therefore do not have the continuous need or the financial justification which 
would allow at least one person in their organization to keep up-to-date on the 
export regulations.

One of the thorniest problems faced by these small high-technology companies 
Is how to deter...ine whether or not their products require export licensing. This 
frequently becomes an Involved problem since licensing depends not only upon 
the characteristics of the products but also upon such elements as the country 
of destination, the accessories required, etc. Since the control regulations are 
rather formidable to someone who uses them infrequently, it is possible that a 
number of otherwise well-meaning, patriotic smaller firms might Inadvertently 
violate the regulations, perhaps even to the detriment of U.S. national security.

One of the basic difficulties with using the U.S. control list to determine the 
licensing status of a product Is that access to the list is by means of the same 
numbering system used by the Bureau of Census to gather U.S. export statistics. 
The Bureau of Census Regulations require that each exporter must classify his 
products, licensed or not, in terms of a seven digit system at the time of export. 
Tying the U.S. control list to the export statistics numbering system poses no 
particular problem for the regular exporter since, after all, he needs to know 
the numbers in order to export. It does, however, pose a problem for smaller 
firms, particularly those who, because their exports are handled by freight for 
warders or some other intermediate agencies, don't need to know Bureau of 
Census numbers. These firms don't want to know how to export, they only want 
to know if their products require licensing!

It has been suggested that a way to handle this difficulty might be to provide 
some sort of a voluminous alphabetical index which would list every conceivable 
Item under control. WEMA believes that a better, much less cumbersome 
approach would be a relatively simple listing of the controls themselves by 
function rather ^:,au by product. Each functional entry could be followed by 
references, in the numerical terms of export statistics, to the major items in 
the U.S. control list which embody that particular control. This listing could be 
included in the regulations as a kind of index to the control list and made avail 
able separately as a rough but fairly complete guide for smaller exporters.

What WEMA has in mind is a highly condensed listing not nnllke the 
"Consolidated List of Goods Subject to Security Export Control" Issued by the 
U.K. Board of Trade. The industrial section of the British list is tightly organized 
and relatively short—some 13 pages. It seems to WEMA that if such a list were 
distributed separately it would be used extensively by smaller exporters and 
would serve as a safeguard to insure against the Inadvertent shipment of 
unlicensed strategic material to unauthorized destinations.

SUMMARY
In the years that lie ahead WEMA foresees a continued growth in the sale of 

peaceful goods to the USSR, the Socialist countries of Eastern Europe and the 
People's Republic of China. The success of this effort, however, is largely depend 
ent upon a continuing interest by the U.S. Government in East-West Trade and 
by a relaxation of the major impediments txj that trade. By this I ana referring 
to reductions In obsolete or obsolescent COCOM controls, more rapid processing 
of license applications, the extension of medium term credits and, finally, the 
judicious extension of non-discriminatory tariff treatment.

For these reasons and the continuing need to maintain controls over strategic 
goods—goods which would significantly assist an enemy or a potential enemy in 
his ability to produce or use weapons of war—WEMA supports extension of the 
Export Administration Act of 1969 to 1979.

WEMA also believes that this Subcommittee should recommend additional 
measures to assist U.S. firms in their efforts in the Communist countries. These 
measures include:

(1) Strengthening the role of the Technical Advisory Committees.
(2) Establishing a high-level, interagency committee within the U.S. Govern 

ment which would be able to provide prompt and comprehensive advice to U.S. 
firms who are or are considering executing agreements with the Communist 
countries.

69-300 O - 76 - 21
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(8) Asking the Secretary of Commerce to report periodically to the O&ngresa 

those acHons taken or contemplated to reduce export licensing delays, and
(4) Asking the Secretary of Commerce to review and report to the Congress 

his actions and recommendations regarding those U.S. export licensing procedures 
more restrictive than those of the other COCOM participar.;s.

Mr. Chairman, this concludes my formal presentation. On behalf of WEMA 
I wish to thank you and the members of the Subcommittee for their attention. 
I'll be pleased to respond to any questions you might have.

Senator STEVENSON. Mr. McCloskey.

STATEMENT OF PETEE F. McCLOSKEY, PRESIDENT, COMPUTER AND 
BUSINESS EQUIPMENT MANUFACTURERS ASSOCIATION

Mr. McCLosKEY. Thank you, Senator.
Senator, our industry and member companies comprise about 620,000 

people in the United States and about 30 to 50 percent of our revenues 
are from foreign operations. So the question of export control is of 
critical interest to you. We believe that Congress was right in passing 
the Export Administration Act of 1969 which tends to encourage our 
exporting. However, the amendments to the Defense Appropriations 
Authorization Act in 1974, the subsequent "Export Administration 
Amendments of 1974" and adoption of section 411 of the Trade Act of 
1974 have been interpreted by some as signals to turn the clock back 
on the policy initiated in 1969.

We support the policy set forth in the 1974 act to restrict exports 
which would make a significant contribution to the military potential 
of other nations, when they are really truly significant, but it is not 
easy to grasp the broader national interest implications of section 
3(1) (A) of the Export Administration Act and Section 411 of the 
Trade Act established the East-West Foreign Trade Board.

The executive branch states widely that trade ai;d export policy 
concessions go hand-in-hand with security, political, and military con 
cessions from Communist countries. This is not the basis upon which 
we can build expanding commercial relations in keeping with the 
policy pronouncements of the Export Administration Act of 1974. 
Sound commercial relationships cannot exist when every contract is 
subject to political or other exigencies of the moment.

The Communist countries are deeply interested in trade with the 
United States in computers and the only realistic criterion that should 
apply to the denial of export licenses is national security. That is, those 
exports which would make a significant contribution to the military 
potential of other nations. Therefore, we strongly recommend that the 
basis for issuance of individual licenses be limited to short supplies 
and national security and that "national interests" determinations of 
the President continue to be directed to whether trade will be con 
ducted with given countries. If such clear policy guidance is enacted, it 
will not only enable license procedures to be expedited, but also will 
supply a clear guideline against which licensing decisions can be 
judged.

In our industry it takes anywhere from 6 to 30 months to obtain a 
license decision. There are several reasons for this. Today there are 
insufficient numbers of technically qualified people in the right places 
to adequately weigh the technical characteristics of products to be 
exported. Although the Office of Export Administration is planning 
an increase in personnel and its management is addressing its admin-
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istrative difficulties, these efforts alone will not solve the problem. 
To date, although a sizeable amount of the delay can be attributed to 
the bottleneck in that office, another bottleneck exists at the next level, 
the Interagency Operating Committee.

This committee meets only once a week to advise the Commerce 
Department on individual licensing matters. Its members, who par 
ticipate in this function in additional to other duties, are not tech 
nically qualified and must continually seek instructions from their 
agencies. The committee operates on the basis of unanimity which 
effectively allows any member to veto any license application. In our 
opinion, Operating Committee members often endorse a single mem 
ber's dissent in order to avoid invoh'ement in further consideration 
of controversial cases at highar levels within their own agencies.

The Export Administration Act must be amended to provide an 
effective substitute for the Operating Committee. We recommend 
that either the Operating Committee be disbanded and that those 
agencies most concerned with the national security aspects of export 
administration provide permanent liaison offices to the Department 
of Commerce. These offices must be manned 5 days a week with ade 
quately qualified personnel to technically evaluate export license 
applications from the viewpoint of their individual agency's national 
security interests. Other agencies should be consulted separately by 
the Department of Commerce, as appropriate.

Or a smaller version of the present Operating Committee, perma 
nently manned on a full-time basis from such agencies as the Depart 
ment of Defense, EKDA, CIA, should be established without veto 
power to. advise and consult.

One of the major problems is that there is no business decision 
made anywhere. It's all on a nonconcurririg basis to higher levels. If 
the decision was forced at a lower level on an overall basis, that could 
be appea 1 l. Perhaps the appeals themselves would be less. There 
would be more expeditious handling of the licensing.

We feel that the current system does not allow for effective review 
of the substantive matters leading up to an export license denial. We 
feel that we have the right to require a comprehensive debriefing on 
the reasons for denial and recommend that the Export Act be amended 
to provide for the complete procedural and substantive appeal through 
at least one level higher than that in which the decision was made.

We recommended to the Congress the establishment of the technical 
advisory committee—and as an aside, the Defense Science Board 
recommendations that we heard this morning which unfortunately 
I didn't have a chance to review in any detail before, was from a task 
force that was set up by the Department of Defense. The technical 
advisory committees that have been established by the Export Admin 
istration Act have also had rather detailed work done by people inti 
mately involved. The DOD report was done without any representa 
tion from the computer systems area at all. I would like to see that the 
report made by the technical advisory committee to the Commerce 
Department which was authorized by statute by the Congress have 
a similar type of airing so some of these problems can be gotten out 
in the open and addressed more fully.

One of our problems with these technical advisory committees is 
they make the recommendations and participate in making recom-
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mendations but we never hear what happens to them. There's no feed 
back that occurs. So there's a feeling of frustration that what we're 
doing is either not listened to or is disregarded.

A problem also exists that those members that do participate—and 
I concur with Tom Christlansen—we feel that the length or time you 
serve on the committee is too short. It should be more than 2 years. 
We have a problem also with the fact that the people who participate 
on those committees participate as individuals and are constrained in 
what they can communicate to the industry or to the company in which 
they at least are part of.

Once these reports are generated, they are classified »>nd they go 
into the labyrinth of Government with no feedback to the members 
who were involved in preparation. That I think was not intended by 
Congress when they established them. We. recommend revision of the 
statute to assure that advice on policy be a. part of the TAC's role, 
and that the members be specifically authorized to communicate with 
their companies and others in industry; and that the Government 
be required to furnish committee members reports on actions taken 
pursuant to their recommendations: and that the 2-year limitation 
on membership be eliminated.

We have serious concern about COCOM as well. We realize in the 
COCOM negotiations other nations are represented by negotiators who 
have at their side members of industry in those particular countries. 
That is not the case in our COCOM negotiations nor in fact is even the 
Commerce Department involved. We recommend that the Commerce 
Department be given a place on the negotiating team and that members 
of industry be available during negotiations to provide technical 
support as required.

The question of computer sales to the Soviet Union has also been 
raised in this whole area of East-West trade policy. Perhaps we should 
take a look at some of the figures. There are approximately 122,000 
general purpose computers of U.S. manufacture in the world today. 
There are 72,000 of these general purpose computers in use in the 
United States. Our Government currently uses in nonmilitary appli 
cations some 8,000 general purpose computers. Currently the Soviet 
Union has a grand total of seven general purpose computers of U.S. 
manufacture.

That isn't very many. All these U.S. computers fall within the 
agreed guidelines of COCOM, Two computers which were installed 
in 1971 by the British firm ICL exceed the guidelines prescribed by 
COCOM and one U.S. system on order and presently licensed for 
export but not yet installed exceeds the COCOM's guidelines. It's 
apparent that no significant military contribution has accrued to 
datetotheU.S.S.R.

Allowing a reasonable volume of trade will provide, benefits to the 
United States. First, the prospective customers will not turn to our 
Western competitors to fill an existing, and perhaps interim need. 
Second, a reasonable volume of trade discourages the recipient coun 
tries from developing comparable technology on their own. You are 
already aware of examples where denial of reasonable flows of U.S. 
computers has forced Communist nations to develop highly sophisti 
cated technology, thus closing that portion of the market to US. 
firms and defeating the basic objective of U.S. export controls. This 
should not be allowed to continue.
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Mr. Chairman, thank you for your attention. I would be pleased 
to answer any questions.

Senator STEVENSON. Thank you, Mr. McCloskey. 
[Complete statement follows:]
STATEMENT OF PETEE F. MCCLOSKEY, COMPUTER AND BUSINESS EQUIPMENT 

MANUFACTURERS ASSOCIATION
Mr. Chairman and members of the Subcommittee, I am Peter F. McCloskey, 

President of the Computer and Business Equipment Manufacturers Association 
(CBEMA). With me today is Mr. Earle L. I*rette of Control Data Corporation, 
who is the chairman ox' CBEMA's Foreign Trade Committee, and Mr. Oliver R. 
Smoot, Vice President of CBEMA.

CBEMA represents the leading manufacturers of computer and business equip 
ment, media, and supplies. Last year the combined revenues of CBEMA mem 
ber companies rose to 32.7 billion dollars, of which 13.8 billion dollars were 
derived from foreign sales. Our member companies employ a total of 621,000 
people in the United States. Typically our members receive from 30 percent 
to over 50 percent, of their revenues from foreign operations, and they seek not 
only to maintain their share of current foreign markets vls-a-vis their foreign 
competitors, but also to gain a foothold in new markets early in their development 
to ensure the viability of the U.S. Computer and Business Equipment Industry. 
CBEMA and its members were concerned about, and therefore, participated 
actively in the review and revision of the Export Control Act in 1969 which led 
to the passage of the Export Administration Act. We participated also in the 
1972 and 1974 extensions and amendments of that Act.

We believe the Congress was right in turning towards export encouragement 
in the Export. Administration Act of 1969. However, the amendments to the 
Def >nse Appropriations Authorization Act in 1974, the subsequent "Export Ad 
ministration Amendments of 1974" and adoption of Section 411 of the Trade 
Act of 1974 have been interpreted by some as signals to turn the clock back on the 
policy initiated in 1969.

CLEAB POLICY GUIDANCE 18 NEEDED TODAY

The lack of clear statutory guidance, the resultant dispersion of authority and 
the differing departmental positions toward East-West trade have resulted in a 
process which is financially punitive to the exporter without accomplishing the 
purpose of encouraging trade while protecting the national security of the 
United States.

CBEMA supports the policy set forth in the 1974 Act to restrict exports which 
would make a significant contribution (and I would stress the term "signifi 
cant"), to the military potential of other nations. While it is not difficult to under 
stand national security implications of computer exports when they are truly 
significant, it is not easy to grasp the broader national interest Implications of 
Section 3(1) (A) of the Export Administration Act and Section 411 of the 
Trade Act which established the East-West Foreign Trade Board.

The factors constituting "national interest" have been variously described by 
administration spokemen as embracing considerations such as national security, 
the domestic and world economic situation, politics, the status of domestic em 
ployment/unemployment, and unspecified sociological and psychological factors. 
It is difficult for U.S. industry to evaluate the Interrelations between politics, 
economics and military considerations with respect to East-West commercial 
relations. Economic relationships are usually spelled out in well publicized inter 
national trade agrements, whereas political and military arrangements—SALT 
II, for example—are developed In secret. We are concerned with the term 
"national interest" because this concept is being used increasingly as the rea 
son to deny specific license applications.

The East-West Foreign Trade Board seems to have been established as a by- 
product and afterthought of the development of the Trade Act rather than for 
the purpose of providing overall coordination and rationalization of east-west 
trade policy. Its operative paragraph requires the Board 'to monitor trade . . . 
to insure that such trade will be in the national interest. . . ." The vngue and 
unascertainable dimensions of this section are in marked contrast to the policy 
findings set forth in Section 3(2) of the Export Administration Act on which 
export controls \vere bpsed for the previous four years. Consequent to the estab-
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lishment of the Board, license denials have been brought to our attention where 
such denials are based on the grounds that they are "not in the national Inter 
est." Thin summary reason for denial of an application can be based upon any of 
the faciol'8 cited earlier. Sound commercial relationships cannot exist when every 
contract is subject to the political or other exigencies of the moment.

The Executive Branch states widely that trade and export policy concessions 
go hand-in-hand with security, political and military concessions from com 
munist countries. This is not the basis upon which we can build expanding com 
mercial relations in keeping with the policy pronouncements of the Export Ad 
ministration Act of 1974. The communist countries are deeply interested in trade 
with the U.S. in computers and the only realistic criterion that should apply 
to the denial of export licenses is national security—that is, those exports which 
would make a significant contribution to the military potential of other nations. 
Therefore.CBEMA strongly recommends that the basis tor issuance of individual 
licenses be limited to short supplies and national security and that "national 
interest" determinations of the President continue to be directed to whether trade 
will be conducted with given countries. If such clear policy guidance is enacted, 
it will not only enable license procedures to be expedited, but also will supply a 
clear guideline against winch licensing decisions can be Judged.

CBEMA HAS SPECIFIC CONCEBN8 REGARDING THE EXPORT ADMINISTRATION PROCESS

Obtaining a license decision for our members' products frequently involves a 
processing time of anywhere from six months to thirty months in one case of 
recent record. There are several reasons for this. Today there are insufficient 
numbers of technically-qualified people, in the right places, to adequately weigh 
the technical characteristics of "products to be exported. Although the Office of 
Export Administration is planning an increase in personnel and its management 
is addressing its administrative difficulties, these efforts alone will not solve the 
problem. To date, although a sizeable amount of the delay can be attributed to the 
bottleneck in that office, another bottleneck exists at the next level—the Inter- 
agency Operating Committee. This committee meets only once a week to advise 
the Commerce Department on individual licensing matters. Its members, who 
participate In this function iu addition to other uuties, are not technically qua1 
fled and must continually seek instructions from their agencies. The Committee 
operates on the basis of unanimity which effectively allows any member to veto 
any license application. Theoretically the Operating Committee reports to the 
Adv. ommittee on Export Policy (ACEP) composed of the Assistant Sec- 
retarie> ,he concerned agencies. In our opinion, Operating Committee members 
often e 1 »se a single member's dissent in order to avoid involvement in further 
consideration of controversial cases at higher levels within their own agencies. 
This is borne out by the notation in the recent General Accounting Office report, 
"The Government's Role in East-West Trade Problems and Issues," where it is 
stated that the Advisory Committee on Export Policy almost never meets, its 
working being carried out by the Operating Committee. Thus, industry rarely 
appeals to the ACKP since the .staff analysis for the ACEP members will be per 
formed by the same personnel as made the initial decision.

The Export Administration Act must be amended to provide an effective sub 
stitute for the Operating Committee. We recommend either:

Requiring that those agencies most concerned with the national security 
aspects of expo, pt administration provide permanent liaison offices to the 
Department of Commerce. These offices must be manned five days a week 
with adequately qualified personnel to technically evaluate export license 
applications from the viewpoint of their individual agency's national security 
Interests. Other agencies should be consulted separately by the Department 
of Commerce, as appropriate.

Alternatively, a smaller version of the present Operating Committee, per 
manently manned on a full-time basis from such agencies as the Department 
of Defense, the Energy Research and Development Administration and the 
Central Intelligence Agency could be established, without veto power, to 
"advise and con"".!''' as required in the present Act with the Department of 
Commerce—again, on matters pertaining to national security. Other agencies 
could be consulted, as appropriate, on un ad ,c basis.

After receiving advice from concerned a rvnde.s, the final decision must be 
made by the Department of Commerce. T!;*- current rule of unanimity must be 
replaced.
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With respect to appeal, the current system effectively allows only for review 

of the procedural aspects that were followed leading up to export license denial. 
Substantive matters of the particular export application are not considered. 
When a license is denied, the applicant must have the right to require a compre 
hensive debriefing on the reasons for denial. We recommend that the current 
Export Administration Act be amended to provide for complete procedural and 
substantive review up to the President.

THE TECHNICAL ADVI80EY COMMITTEE PROCESS NEEDS IMPROVEMENT

The Act provides for the establishment of Technical Advisory Committees 
manned by members from government and industry, appointed by the Secretary 
of Commerce for specific industry sectors when he might have difficulty in evalu 
ating export controls. I quote from the 1974 Act: ". . . because of questions con 
cerning technical matters, world-wide availability and actual utilization of 
production and technology, or licensing procedures." The Act further specifies 
that, among other things, ". . . it shall be the duty and function of the Technical 
Advisory Committees established under paragraph (1) to advise and assist the 
Secretary of Commerce, or any other department, agency or official of the govern 
ment to which the President has delegated power, authority and discretion under 
section 4(d) with respect to actions designed to carry out the policy set forth 
in section 3 of this Act."

Under these provisions industry has devoted significant t'me and money to 
formulate a realistic export policy for computer systems in a cooperative effort 
with technically qualified government representatives. The reports resulting 
from these joint efforts have not impacted CoCom or other export policy Issues. 
This appears to have resulted because the Department of Defense has refused 
to endorse any of the recommendations made. CBEMA, and individual CBEMA 
members, who recommended the establishment of Technical Advisory Commit 
tees envisaged that these committees would ensure industry representation, not 
in the decision-making processes of government, but in the policy formulation 
phase that leads to the ultimate decision. We believe that in adopting our rec 
ommendations, Congress had the same intent, and, therefore, recommended that 
the wording of the law be made more specific in this area.

Other deficiencies exist in the operation of the Technical Advisory Commit 
tees. Industry members participate as individuals, not as representatives of 
industry; and, although most of the input to committee deliberation comes from 
industry, individual members cannot report to their parent companies anything 
that transpires in committee executive sessions, although government members 
of the committees communicate freely with their parent agencies. In fact, minutes 
of these executive sessions are classified, and thus not available to industry. 
Furthermore, committee reports when completed, disappear into the labyrinth 
of government with no feedback to the industry members involved in the prepa 
ration of these reports. I am certain that this one-way street version of dialogue 
between government and industry was not the intent of Congress.

Thus, we recommend revision of the statute to insure that: One, advice on 
policy be made part of the TAC's role ; Two, that members be authorized to com 
municate with their parent companies and others in the industry; Three, that 
the Government be required to furnish Committee members reports on actions 
taken pursuant to their recommendations; and Four, that the two-year limita 
tion on membership be eliminated.

U.S. REPRESENTATION Iff COCOM IS INADEQUATE

A matter of serious concern to U.S. Industry is the secretive manner in which 
negotiations in CoCom are conducted by our government. As is the case with the 
Technical Advisory Committees which were discussed earlier, U.S. industry 
would welcome the opportunity to participate in policy formulation as It applies 
to CoCom. This should involve a continuing dialogue and two-way exchange 
of Information between industry and government. We have observed that, In the 
computer field at least, the U.S. CoCom delegate in Paris Is given technological 
support by a representative of a non-profit organization under contract to the 
Department of Defense. In the same CoCom negotiations, the British delegate has 
the direct support of the British computer firm, International Computers, Ltd. 
(ICL), which enjoys ten percent British government ownership, and the French 
delegate is directly supported by a representative of the subsidized French com 
puter firm known as CII (Compagnle Internationale pour 1'Informatique).
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CBEMA recommends that the current Export Administration Act be amend 

ed to require the use of U.S. industry technical support in preparation for, and 
during, OoCom negotiations : To require ttuU at least the commercial interests of 
the Department of Commerce be represented on the negotiating team; And, that 
the commercial policy role now exercised by the Economic Defense Advisory 
Committee in the Department of State be transferred to Commerce.

The "national Interest" Issue stated earlier relates also to CoCom. When an 
export license to.1 any product on tue CoCom list of embargoed items Is granted, 
It is referred to CoCom for review in light of overall mutual security interests. 
However, when the U.S. denies an export license for national interest, as opposed 
to national security considerations, it automatically opens the door for our for 
eign competition to make a comparable sale without reference to CoCom, since 
CoCom's embargo responsibility centers on mutual tecuritv which equates to 
our national security. This is another strong reason to limit export controls to 
national security grounds.

THE QUESTION OF EAST-WEST TKADE IS COMPUTER EQUIPMENT

Sales of computers have constituted the focus of criticism of current U.S. East- 
West Trade policy. This criticism is unfounded.

The USSR has demonstrated its capability to support Its military and space 
efforts. It is not realistic to assume that the USSR or any other nation will 
depend upon a potential enemy to supply its computerized military computer 
needs that Include servicing, spare parts, etc. Furthermore, computers would 
have to be exported In considerable quantity and be of the very latest state-of- 
the-art in order to be a significant contribution to a potential enemy. Certainly 
U.S. policies as they pertain to the export of computers are not consistent when 
we deny moderately advanced computers to the USSR, Eastern Europe, and the 
People's Republic of China, and at the same time, export weapons systems con 
taining highly sophisticated computers to nations whose long-term allegiance 
to the U.S. is questionable, and where such technology is highly susceptible to 
uncontrolled leakage to what we term as "hostile nations."

Let's examine the significance of U.S. computer exports to the USSR up to 
this time. Approximately, 122,000 general purpose computers of U.S. manufacture 
are in use In the world.* Approximately 72,000 general purpose computers are 
in use in the U.S.* The United States government currently uses some 8,000 
general purpose computer systems. Currently, the USSR has a grand total of 
seven computers of U.S. manufacture. All of these U.S. computers fall within 
the agreed guidelines of CoCom. One computer system, which was installed 
in 1071 by the British firm, ICL, exceeds the guidelines prescribed by CoCom, 
and one U.S. system, on order and licensed for export, but not yet installed, 
exceeds the CoCom guidelines. It is apparent that no signflicant military con 
tribution has accrued to the USSR.

The markets of Eastern Europe, the USSR and the People's Republic of China 
are unique, and have a significant potential for new business in computers. Sub 
stantial benefits can accrue to the U.S. If its industry is allowed to complete In 
this market, but not under current restrictions applied to computer exports. 
Further, smaller corporations have been excluded from the market because of 
the high entry costs.

Allowing a reasonable volume of trade will provide benefits to the U.S. First, 
ths prospective customers will not turn to our Western competitors to fill an 
existing, and perhaps, interim need. Second, a reasonable volume of trade dis 
courages the recipient countries from developing comparable technology on their 
own. Not generally recognized is the fact that Western European computer 
technology has, in the past, lagged behind that of the U.S. because from the 
onset those nations depended upon the availability of U.S. technology, and, 
consequently, were late in building a comparable technological base of their 
own. By denying technology to Eastern nations, we are encouraging the reverse 
of this situation. There already are examples in the computer field where East 
ern nations have been forced to develop highly sophisticated technology, thus 
closing that portion of the market to U.S. firms and defeating the basic ob 
jective of U.S. export controls. This should not be allowed to continue.

Mr. Chairman and members of the Subcommittee, thank you for your at 
tention. I will be pieased to receive your questions.

Senator STEVENSON. Mr. Gray.

• Source : Internatolnal Dat« Corporation, through December, 1975.
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STATEMENT OF JAMES A. GRAY, EXECUTIVE VICE PRESIDENT, 

NATIONAL MACHINE TOOL BUILDERS ASSOCIATION

Mr. GRAY. Thank you, Senator.
My naruo \s James A. Gray. I am executive vice president of the 

National Machine Tool Builders Association. NMTBA is a national 
trade association with approximately 360 members accounting -*or 
about 90 percent of the U.S. machine tool production.

Accompanying me today are Mr. Edward Loeffler, NMTBA's tech 
nical director; and Mr. James ,TL Mack, our public affairs director.

NMTBA appreciates this opportunity to present its views on S. 3084, 
which extends the Export Administration Act of 1969 for three years. 
I will summarize our full statement and ask that it be included in 
the record in its entirety.

Senator STEVENSON. It will be entered in the record.
Mr. GKAY. This morning this distinguished committee will be ad 

dressing itself to nothing less than the national security of the United 
States. Our statement, along with the testimony of other witnesses 
should be analyzed from that perspective.

We are asking neither the subcommittee nor the appropriate execu 
tive branch agencies to countenance breaches in the national security 
in the interest of providing business for our members and jobs for our 
workers.

What we are asking is that you consider whether, in fact, the na 
tional security is today being breached by the haphazard, uneven, and 
technically unsound administration of the various unilateral and 
multilateral export control laws and regulations.

Our Government spends billions of dollars every fiscal year, as in 
deed it should, to maintain parity, if not superiority, in a myriad of 
national defense items However, if the United States does not also 
have a healthy and viable machine t ool industry, our Nation's ability 
to equip itself in peacetime—much less wartime—will be seriously 
compromised.

We believe that the seeds of just such a compromise are in existence 
today.

The charts we have submitted for the record impel us to the in 
escapable conclusion that the health of the American machine tool in 
dustry—and the national security which depends upon it—is heavily 
conditioned upon our industry's ability to expand its global markats.

The largest, most dynamic markets available to our industry—given 
the EEC's growing interreliance upon the. West European machine 
tool industry—lie in the U.S.S.R., in Eastern Europe, and in th* Peo 
ple's Republic of China, to which 16 of our members traveled on an 
Toga trade mission last November.

However, our ability to compete with our Japanese and West Eu 
ropean trading partners in the vast socialist marketplace is severely re 
stricted, among other things, by the misapplication and maladminis 
tration of the various export control regulations of COCOM and the 
Export Administration Act.

Permit me to give you a recent example. An NMTBA member com 
pany had consummated a deal with the Soviet Union to supply a pilot 
order for five machines valued at about $3 million to a Soviet factory. 
The Office of Export Administration (OEA) in the Commerce De-
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partment had the license application under consideration for 9 
months, despite the fact that the numerical controls on the machines 
were outdated by U.S. standards and were not under COCOM control. 
Our member had also demonstrated that comparably accurate ma 
chines were available from a non-CQCOM source.

In February of this year, the Soviets finally became tired of waiting 
for our Government to make up its mind whether to grant this license. 
They canceled the order with our member company and replaced the 
order with a West German machine tool builder for machines equipped 
with far more sophisticated numerical controls, which are clearly on 
the COCOM restricted list.

Now can anyone tell me how the National Security was served by 
this sequence of events? Our member lost a $3 million sale; $3 million 
worth of jobs were lost to American workers. The West German ma 
chine tool industry increased its ability to overcome American tech 
nological superiority. And the Soviets got a machine with far more 
sophisticated controls than they would nave been able to buy in the 
United States.

The recent GAO report on East-West trade indicates that the Ad 
ministration's failure to provide timely answers has both hurt Ameri 
can exporters and has severely strained relations with our COCOM 
trading partners in cases where the Economic Defense Advisory Com 
mittee (EDAC) has been asked to grant COCOM exceptions.

Therefore, NMBTA calls upon this subcommittee to provide the fol 
lowing legislative and/or oversight guidelines in order to facilitate 
timely disposition of license requests, whether originated by U.S. com 
panies or by COCOM. Many of these guidelines are contained in the 
GAO report in the form of recommendations to the appropriate execu 
tive branch agencies.

NMTBA believes that these GAO recommendations need the legis 
lative mandate, which only the Congress can provide, if they arc to be 
promptly adopted.

1. OEA and the Advisory Committee on Export Policy (ACEP) 
should be required to process license requests from U.S. companies and 
exception requests within 60 days of their receipt.

2. If additional personnel and computerized data bases are required 
to promptly process license and exception requests, the necessary funds 
should be authorized in this legislation and should be appropriated by 
the Congress.

3. The unanimity rule of ACEP deliberations should be eliminated. 
If the ultimate authority lies with OEA—and ACEP's role is merely 
advisory—then a unanimity rule is not only unnecessary—it is too 
time-consuming.

4. The EDAC review structure for COCOM exception cases should 
be transferred to ACEP.

5. When it is necessary for a license application to be forwarded to 
COCOM, OEA should be required to clear the documei'tation sub 
mitted with the company applying for the license to make sure it is 
valid. This recommendation was not included in the GAO report.

6. The current technical criteria used by the Defense Department 
and others in determining a response to license applications and ex 
ception requests should be narrowed to probably rather than possibly 
military uses and detrimental effects on U.S. security.
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Permit me to illustrate this point. The chair upon which I am sit 
ting could possibly be used as the backseat of an automobile. However, 
it is certainly less than probable that it would be used for that pur 
pose. The cost of remaking this chair into the backseat of an auto 
mobile—as well as the time it would take to accomplish it—would 
be simply prohibitive. And when I finished the job of conversion, this 
chair probably wouldn't function very well as the backseat of an 
automobile.

I and other NMTBA staff members have been involved in inter- 
agency meetings dealing with license applications when Defense De 
partment and other personnel have asked, "Is it possible that this ma 
chine could be used for this or that military purpose." Our response 
has been, "Yes, it is possible but it is highly improbable, because the 
entire machine would have to be rebuilt to do the type of work you 
have described."

And if the Soviets—or anyone else—had the technological capability 
to rebuild the machine or to add the necessary controls, they could and 
would build their own machine for the specific application and which 
would be far more efficient.

"Well," our friends from Defense or OEA reply, "Then we will have 
to deny this license, because the possibility exists that this machine 
could be used for a military or strategic purpose."

This type of mentality has cost our industry and its workers millions 
of dollars and thousands of jobs. We ask that this subcommittee write 
into S. 3084, language which makes clear Congress intent that prob 
ability of proscribed end use be the criteria! for denying an export 
license, rather than mere possibility.

Anyone who believes that the COCOM regulations have resulted in 
withholding advanced equipment and technology from the socialist 
countries has been seriously misled. Our "virtuous" practice—I prefer 
to call it self-flagellation—keeps us from selling more to the socialist 
countries, while our NATO partners prosper, by taking away the lucra 
tive business? we are still not allowed to handle.

The machine tool industries of other nations reap the profits, which 
are in turn plowed into research and development to further close the 
technological lead the United States once enjoyed.

And, remember, that today, $1 out of every $7 spent in 
the American machine tool market goes to a foreign machine tool 
builder. This hardly bodes well for our national security.

Aggravating the situation is the fact that Sweden and Switzerland 
who are not COCOM signatories, are capable of producing very sophis 
ticated equipment. It is known that they have shipped many numeri 
cally controlled machine tools to the socialist countries.

Finally, we do not believe that the technical advisory committees 
function the way they should.

Throughout this testimony, \ve have been talking about the sale of 
equipment for the manufacture of nonstrategic products. In no way 
does our industry suggest that machines designed for the production 
of armament he decontrolled regardless of its destination.

While the U.S. export control policies have placed the U.S. machine 
tool industry at a disadvantage, they have not truly served the purpose 
for which they were intended. They have not prevented the socialist
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countries from acquiring the equipment they want from other coun 
tries. They have fostered the development of advanced technology in 
the socialist countries.

The policies have resulted in the loss of many jobs in the United 
States, and the loss of profits on the sales has meant that lc*ss money 
was available for research and development so necessary to maintain 
a technological lead.

We are not asking for special treatment. We are asking for fair com 
petition with other COCOM signatories.

We are also asking this subcommittee to seriously consider whether 
the machine tool industry's inability to compete on an equal footing 
with foreign companies in the nonmarket countries does ncM in fact, 
work against our national security.

If the committee has any questions, I should be glad to try to answer 
them.

[Complete statement of Mr. Gray and an additional insertion 
follow:]

STATEMENT or JAMES A. GBAY, EXECUTIVE VICE PRESIDENT, NATIONAL MACHINE 
TOOL BUILDERS' ASSOCIATION

Good morning. My name Is James A Gray. I am Executive Vice President 
of the National Machine Tool Builders' Association (NMTBA). NMTBA is a 
national trade association with approximately 360 members accounting for about 
90% of the United States' machine tool production.

Most of our member companies are email businesses. Over 70% of these com 
panies have fewer than 250 employees. The total annual machine tool shipments 
of the industry In 1975 were $2.45 billion, and 1975 net new orders were $1.19 
billion. The entire industry has approximately 90,000 employees. This represents 
a drop in 7000 jobs since 1974.

Thus, we can expect a substantial drop-off in employment in the machine tool 
industry, unless the mid-1975 pickup in net new orders is sharply increased in 
1976. Our is a long lead-time industry, and it is still working on a backlog of 
orders from 1973 and 1974. when business was very good. However, the backlog 
is being steadily reduced, and the employment picture in our industry is un'ikeiy 
to remain stable without substantial increases in domestic and/or foreign orders.

NMTBA appreciates this opportunity to present its views on S. 3084, which 
extends the Export Administration Act of 1969 for three years.

NMTBA 18 VITALLY CONCERNED WITH NATIONAL SECURITY ISSUES

Thus, we can expct a substantial drop-off in employment in the machine tool 
nothing less than the national security of the United States. Our statement, along 
with the testimony of other witnesses should bi analyzed from that perspective.

We are asking neither the subcommittee nor the appropriate Executive Branch 
agencies to countenance breaches in the National Security in the interest of pro 
viding business for our members and jo'os for our workers.

What we are asking is that you consider whether, in fact, the national security 
is today being breached by the haphazard, uneven and technically unsound admin 
istration of the various unilateral and multi-lateral Export Control laws and 
regulations.

A HEALTHY AND VIABLE MACHINE TOOL INDUSTRY IS VITAL TO THE NATIONAL DEFENSE

In considering the question, let us first examine the products we are attempting 
to sell at home and abroad. Machine tools are the foundation of any modern 
industrial economy. Machine tools are machines which cut, shape and form metal. 
By definition, machine tools are necessary to the production of virtually all ma 
chinery and parts, consumer items made of metal, and most national defense 
items.

Thus, if the American machine tool industry does not remain strong, the 
tlme'y production, in the event of a national emergency, of all types of weapons, 
armaments, airplanes, missile systems, production machinery and ofher defense 
items will be Imperiled.
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Our Government spends billions of dollars every fiscal year (as Indeed It 
should) to maintain parity, if not superiority, In a myriad of national defense 
items. However, if the United States does not also have a healthy and viable 
machine tool Industry, our nation's ability to equip itself in peacetime (much less 
wartime) will be seriously compromised.

U.S. UNDERINVESTMENT HAS CAUSED MUCH OF THE U.S. MACHINE TOOL INDUSTRY'S
PROBLEM

We believe that the seeds of just such a compromise are in existence today. In 
the 1960's, the United Slates had the lowest rate of capital Investn.ent of any 
major industrialized nation.1 As a result of this insufficient investment, we also 
had one of the lowest rates of productivity growth of any Western nation.1 This 
resulted in an average national economic growth rate of four percent per year, 
which was sixth among the seven major competing industrialized Western 
nations.'

As other nations channeled relatively more of their resources into capital 
investment, acquiring more modern plants and equipment, they eroded our com 
petitive edge in world markets adding to our potential for unemployment, in 
flation, capital shortages, and, ultimately, this contributed to the 1974 recession. 
Chart ^ shows the American economy's consumption of machine tools for the 
past fifteen years. Our nation's purchases of machine tools looks like the prover 
bial roller coacter. During much of the early 60's, machine tool consumption in 
America was on the uphill climb. Then, In 1967, we began a frantic trip downhill 
into the depths of a 1971 machine tool depression. Since that time, American 
machine tool consumption has been climbing at an ever faster rate. Consump 
tion in 1975 ran to an estimated 2.2 billion dollars.

We have attained a dizzying altitude, but the precipice is now in full view. 
New orders were down in 1975, and we have been, working off our backlogs at a 
rapid pace.

These wild fluctuations in machine tool demand are damaging. When demand 
falls too low, it takes years to rebuild the work force and recover revenues which 
are lost.

HEAVY BACKLOGS CAUSE HEAVY IMPORTS OF MACHINE TOOLS

The growth in backlogs brought on by sudden demand creates a serious prob 
lem—the loss of another portion of our domestic market to foreign competitors. 
As backlogs grow and our deliveries stretch out, more and more of our domestic 
customers begin looking overseas to meet their immediate machine tools needs.' 
Thus, as machine tool backlogs rise, machine tool imports follow just as surely 
as night follows day. To be sure, the dollar value of imports decreases as backlogs 
decline. But the imports hold onto their freshly captured market share, leaving a 
smaller piece of a smaller pie for the American machine tool industry.

Chart 6 illustrates the point. In the mid-OOa when business was on the up 
swing, our overseas competitors cashed in with a 165% increase in their share 
of the American market. Then the forejgners held on to their recently gained 
market share until the next surge in business. Last year, when our backlogs were 
at all time highs, our foreign competitors increased their market penetration by 
another 32%. Now, they are taking one out of every seven machine tool dollars 
spent in the United States.

It would mean economic disaster to try to equip our plants to meet domestic 
demand peaks Just so that we can keep imports out of ths country. The only way 
we can afford to gear our industry for the peaks is by eliminating the deep val 
leys, so that we have a stable, growing market for our products—one that would 
not be subject to the violent ups and downs for which the American machine tool 
industry is so famous.

INCREASED EXPORTS ARE VITAL TO A HEALTHY U.8. MACHINE TOOI INDUSTRY

However, the world machine tool market has been growing steadily and is 
almost unaffected by the ups and downs of individual national machine tool 
demand cycles.5 It is simply the res ''it. of the counter-cyclical effect of combined

1 See Chart 1. which Is attached to this statement.
* See Chart 2. which is attached to this statement.
3 See Chart 3. which is attached to this statement.
4 See Chart 5, which ia attached to this statement.
• See Chart 7, which IB attached to this statement.
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markets. The $13 billion world machine tool market is an answer to our industry's 
problems. // the American machine tool industry would really market Its products 
on a global scale, it could become almost immune to the vagaries of the domestic 
business cycle. As a result, our Industry could better absorb sudden domestic 
demand peaks and meet our customers' Immediate machine tool needs.

The dollar value of our exports has been rising,' but this is not the whole story 
The dollar volume of exports does not take into account the effects of inflation 
and world market growth. To get the real picture of where the American machine 
tool industry stands in the world market, we must look at our share of that 
market.

Just ten years ago, iii the mld-60's, we still had a major part of the global 
machine tool market. About one-third of the world's machine tool output was 
made right heie in America. Today, that portion has fallen to 19 per cent. In short, 
over the past decade, our share of the world market, has declined nearly 40 per 
cent.

Chart 9 shows that Japan almost doubled its share of the world's total machine 
tool business from 6% u> 11%. West Germany's world market share has grown 
from 15% to slightly more than 20%, while the remainder of the European 
Economic Community (EEC) suffered a slight decline in total market share.

Our industry's 40% drop in world market share is attributable first to a declin 
ing share in the U.S. market' Today, fully one out of every seven dollars spent 
on machine tools in the United States is spent on a machine tool produced in a 
foreign country by foreign workers and at a profit to foreign business0">n.

Chart 11 shows that in the export arena we have taken a worse drubbing than 
at home. When we look at the dollar value of our exports, the results seem 
encouraging. But if we look at American exports as a percentage of all of the 
machine tool exports in the world, the results are Indeed discouraging. In 1964, 
twenty-one percent of the world's machine tool exports were produced by the 
United States. Today that percentage has fallen to nine percent. That represents 
a 60 percent loss in America's share of world export markets in just ten years, 
but even more significant is the substantial gain for our major foreign 
competitors.

West Germany, after expanding its market share by 30 precent over the past 
decade, now holds 38 percent of the export market. Today the other EEC countries 
divide up 18 percent of the market, while Japan has captured nearly four percent.

Why is this so? Why have we lost such a large portion of the markets that 
once relied on American machines?

Chart 12 shows that part of the answer lies in our four traditional exports 
markets—West Europe, Japan, Canada, and Mexico. Ten years ago the American 
machine tool industry stil 1 dominated those markets and they accounted for 70 
percent of our exports, b"t today they account for just over half our exports.

Chart 13 shows that jus: a decade ago, more than 35 percent of all the machine 
tools imported by the EEC, Japan, Canada, and Mexico were made in America. 
But over the decade, our foreign competitors have turned into strong adver 
saries, so that today only fifteen percent of those once-lucrative markets are 
served by American machine tools—a drop of more than 50 percent in market 
share in just ten years!

In the middle 1960's, NMTBA's International Trade Committee, after careful 
study, selected seven nations that had potential for export growth. These nations 
fall Into three market areas—Brazil, the Soviet Union, and the rest of Eastern 
Europe. Since that time, NMTBA and its members have conducted a modest pro 
gram aimed at developing these markets. Chart 14 shows that today, after only a 
few years, our share of the world exports to these market areas has increased 
1000 percent. With the exception of Korea (where there are special government 
considerations), these are the only known machine tool market areas anywhere 
in the world where America's market share has Increased in the last ten years. 
This export growth has strengthened our total exports significantly. In the mld- 
60's these markets accounted for only 1.2 percent of our national machine tool 
exports. By 1974. this figure had grown to 25 percent of all U.S. machine tool 
exports. The lion's share of the growth has occurred in Brazil and the Soviet 
Union, while growth in the other East European markets so far has been modest. 
There are signs that our market share in East Europe will be accelerating over 
the next few yenrs.

• See fhart 8. which In attached to this statement. 
' See Chart 10, which Is attached to this statement.
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However, Brazil has become less attractive In recent months. Both tariff and 

non-tariff barriers Imposed by the government of Brazil have made it virtually 
impossible for our members to market their products In Brazil without locating 
plants there. Thus, this Important market will apparently be foreclosed to most 
American machine tool builders, at least, for the foreseeable future.

HEDUCING EXPOBTS TO THE SOCIALISTS COUNTRIES WILL HABM THE MACHINE TOOL
INDUBTBY

All of this brings us to the Inescapable conclusion that the health of the 
American machine tool Industry—and the National Security which depends upon 
it—is heavily conditioned upon our Industry's ability to expand its global 
markets.

The largest, most dynamic markets available to our Industry (given the EEC's 
growing Inter-reliance upon the Wesc European machine tool industry) lie In the 
U.S.S.R., In Eastern Europe and In the People's Republic of China, to which six 
teen of our members travelled on an IOGA Trade Mission last November.

However, our ability to compete with our Japanese and West European trading 
partners In the socialist marketplace is severely restricted, among other 
things, by the misapplication and maladministration of the various export control 
regulations of COCOM and the Export Administration Act. As we shall show later 
In this statement, our Japanese and West European trading partners are less 
hampered by export controls than are U.S. machine tool companies.

As a result, countless dollars for research and development (to maintain our 
ever-shrinking technological superiority) and countless jobs are being lost to 
Japanese and West European machine tool builders, thus enabling them to in 
crease their ability to compete for American business in the American market 
place. And the U.S. machine tool industry's ability to provide stable employment 
and its capacity to stand ready to produce what is needed for a national emer 
gency are sorely diminished.

We have already shown that, over the last ten years, our share ol the American 
market has declined by ten per cent. At the same time, our share of the world 
export market has declined 60 per cent. As a result, our share of the world's 
total machine tool output has declined nearly 40 per cent in ten years.

The principal significant increase in U.S. machine tool exports has been to the 
Soviet Union. Since 1970, U.S. machine tool exports to the U.S.S.R. have in 
creased from less than 1% to approximately 16%, or from $6 million in 1970 
to nearly $90 million in 1975. This translates into over 2,500 jobs. However, in 
the same period, our foreign machine tool competitors' export sales to the Soviet 
Union have increased from $140 million to an estimated $400 million.

A substantial share of these foreign machine tool sales would have been made 
by the United States companies, were it not for the fact that lack of competitive 
financing and overly-stringent enforcement of export controls, have made our In 
dustry an unreliable trading partner vis-a-vis the socialist countries.

Permit me to give you a recent example. An NMTBA member company had 
consummated a deal with the Soviet Union to supply a pilot order for 5 machines 
valued at about three million dollars to a Soviet factory. The Office of Export 
Adminlstiation (OEA) In the Commerce Department had the license application 
under consideration for nine months, despite the fact that the numerical controls 
on the machines were outdated by U.S. standards and were not under COCOM 
control. Our member had also demonstrated that comparably accurate machines 
were available from a non-COCOM source. In February of this year, the Soviets 
finally became tired of waiting for our government to make up its mind whether 
to grant this license. They cancelled the order with our member company and 
replaced the order with a West German machine tool builder for machines 
equipped with far more sophisticr.ted numerical controls, which are clearly on the 
COCOM restricted list.

No-y can anyone tell me how the National Security was served by this sequence 
of events? Our member lost a three milloin dollar sale. Three million dollars 
worth of jobs were lost to American workers. T!>p West German machine tool 
industry increased its ability to overcome American technological superiority. 
And the Soviets got a machine with far more sophisticated controls than they 
would have been able to buy in the United States.
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CONGRESS SHOULD REQUIRE THAT EXPORT LICENSES MUST BE ISSUED IN A TIMELY
FASHION

In March, 1072, Nlcolaas A. Leyds, who wag then President of the Bryant 
Grinder Corporation, testified before this Subcommittee in behalf of NMTBA. 
At one point in his testimony, Mr. Leyds said: "The thing that at this moment 
concerns us most with respect to customers is the time it takes to have those 
export licenses handled ... If you have a plan to build a factory somewhere you 
have a schedule in order to do it. You go around to your sunpVers and you lay out 
by the critical path method what machine you want inC; •» 33.

"If we have a customer who says, 'we want a numuer of machines from you,' 
we say, 'well, we will think it over and let you kne.»< in half a year.' He will leave 
our office fast and go to a competitor. "This is much stricter in countries that 
have an economy that is completely directed like in the Easter i European coun 
tries and in the U.S.S.R. They must conclude the plan in a certain time. If they 
have any doubts about the length of time it will take us to get an export license, 
whether or not we will get it, thev simply say, 'we are not going through this 
agony—we are going to Japan.' "

The problem, which Mr. Leyds described In 1972—four years ago—is still with 
us today. The Government Accounting Office (GAO) said in the summary state 
ment of its February 4, 1916 Report on the Government's Role in East West 
Trade—Problems & Issues on page 46:

"Commerce, OEA, and ACEP procedures are slow and awkward and needlessly 
dependent on unaccountable practices, unanimity rules, limited OEA discretion, 
arbitrary agendas, and unlimited discussion of exception requests.

"Defense wants to examine the military potential of each exception request. 
This examination is heavily dependent upon highly subjective appraisals of the 
potential exports' possible impact on Communist military and economic capabil 
ities. Underlying assumptions contained in these appraisals are seldom critically 
examined. Defense Insists on post-shipment safeguards which are neither effective 
nor feasible as conditions for approving such exceptions."

The GAO report indicates that this same failure to provide timely answers has 
severely strained relations with our COCOM trading partners in caaes where the 
Economic Defense Advisory Committee (EDAC) has been asked to grant COCOM 
exceptions.

Therefore, MTBA calls upon this Subcommittee to provide the following legis 
lative and/or oversight guidelines in order to facilitate timely disposition of 
license requests, whether originated by U.S. companies or by COCOM. Many of 
these guidelines are contained in the GAO report in the form of recommendations 
to the appropriate Executive Branch Agencies. NMTBA believes that these GAO 
recommendations need the legislative mandate, which only the Congress can 
provide, if they are to be promptly adopted.

OEA and the Advisory Committee ou Export Policy (ACEP) should be required 
to process license requests from U.S. Companies and exception requests within 
60 days of their receipt.*

If additional personnel and computerized data bases are required to promptly 
process license and exception requests, the necessary funds should be authorized 
in this legislation and should be appropriated by the Congress.

The unanimity rule In ACEP deliberations should be eliminated. If the ulti 
mate authority lies with OEA—and ACKP's vole is merely advisory—then a 
unanimity rule is not only unnecessary—it >s toy time-consuming.

The EDAC review structure for COCOM exception cases should be transferred 
to ACEP.

The current technical criteria used by the Defense Department and othern in 
determining a response to license applications and exception requests should be 
narrowed to probable rather than possible military uses and detrimental effects 
on U.S. security.

Permit me to illustrate this point. The chair upon which I am Kitting could 
possibly be used as the backseat of an automobile. However, it is certainly less 
than probable that it would be used for that purpose. The cost of remaking 
this chair into the bankseat of an automobile (as well ns the time it would 
take to accomplish it) would be simply prohibitive. And when I finished the 
job of conversion, this chair probably wouldn't function very well as the back 
seat of an automobile.

• However, the OEA should not be permitted to gay to American exporters. "If yon want 
an answer within the 60 day time period, the answer is "no". If you will (jive us an extension 
we may work thlnps out for you." There Is no reason why an adequately staifid OEA cannot 
process license applications in a timely and expeditious fashion.
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I and other NMTBA staff members have been Involved in inter-agency meetings 

dealing with license applications when Defense Department and other personnel 
have asked, "is it possible that this machine could be used for this or that 
military purpose." Our response has been, "yes, it is possible—but it is highly 
improbable, because the e^'ire machine would have to be rebuilt to do the type 
of work you have described." And if the Soviets (or anyone else) had the tech 
nological capability to rebuild the machine or to add the necessary controls, 
they could and would build their own machine for the specific application and 
which would be iar more efficient.

"Well," our friends from Defense or OKA reply, "thtj -.ve will have to demy 
this license, because the possibility exists that this machine could be used for a 
military or strategic purpose."

This type of mentality has cost our industry and its workers millions of dollars 
and thousands of jobs. We ask that this Subcommittf write into S. 3084 language 
which makes clear Congress' intent that probability of proscribed end use be the 
criteria for denying an export license, rather than mere possibility.

SOCIALIST COUNTBIES ABE ABLE TO IMPORT NUMERICALLY CONTROLLED MACHINE 
TOOLS, DESPITE COCOM REGULATIONS

Prior to 1973 virtually all machine tools, regardless of their technological 
degree of sophistication, required validafed licenses for shipment to the Socialist 
countries and some machines had to be licensed for export to "friendly" coun 
tries as well. In 1973 the standard, general-purpose machines were removed from 
the controlled list through the efforts of the NMTBA working with the Depart 
ment of Commerce. This Subcommittee played an important role in prodding the 
Department of Commerce into action.

However, our major products of interest to the rest of the world are the more 
highly automated and sophisticated type" of machines. These include most of the 
numerically controlled machines, which are still covered by COCOM agreements' 
and are thus subject to validated license requirements, which are very dim- 
cult to obtain.

Although one branch of the Department of Commerce expends considerable 
effort and money on the promotion of overseas trade, other sections, acting in 
concert with ACEP and EDAP, deny licenses for the shipment of the equipment 
most desired by foreigners.

A major problem is that there has not been a uniform interpretation of the 
existing COCOM regulations by all of the participating nations. As a result, it 
has been the American machine tool industry that has been hit hardest by 
COCOM controls.

In an analysis called "Kokum COCOM" the authoritative British journal "Econ 
omist" of March 8. 15)75, said that "(Cocom and Chincom are) pretty toothless 
bodies1 , whose instructions were honored more in the breach than in obser 
vance . . . some Western analysts estimate that only 5% of Soviet defense and 
investment resources were affected." The "Economist" continueus that "the stra 
tegic embargo policy has been a constant bone of contentu n imong Western 
powers for years, with the Americans normally in the role of virtuous practition 
ers embittered by their partners' faithlessness." Our "virtuous" practice (I pre 
fer to call it self-flagellation) keeps us from selling more to the Socialist coun 
tries, while our NATO partners prosper by taking awny the lucrative business 
we are still not allowed to handle. The machine tool industries of other nations 
reap the profits, which are in turn plowed into research and development to fur 
ther close the technological lead the U.S. once enjoyed.

Anyone who believes that the COCOM regulations have resulted in withhold 
ing advanced equipment and technology from the Socialist countries has been 
seriously misled." However, we have found it difficult to obtain specific docu 
mentation. Obviously tho companies in COCOM will not n Irnit violation of the 
regulations fir fear of losing snips opportunities. Nor nre the Socialist countries 
coing to admit specific purchases for fear of cl.'ying up thoir lines of supply. But 
they privately admit that they have no problem obtaining COCOM-listed ma 
chines and controls.

Aggravating the situation is the fact that a number of machine tool producing 
nations are not members of COCOM and so are able to f.fcip to the Socialist conn-

• We wir. snr.nlv rommlttpp ntnff with n number of PTtilhlts from NMBTA member eom- 
nnnles. These exhibits will phow that machines under COCOM restrictions fire. In fnrt, avnll- 
nhle to the Socialist countries from our foreign competitors.

-300 o - 76 - 1.1
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tries without restraint. These include Austria, Brazil, India, Spain, Sweden and 
Switzerland. Sweden and Switzerland are capable of producing the most sophisti 
cated equipment and it is known that they have shipped numerically controlled 
machine tools to the Socialist countries.

THE TECHNICAL ADVISORY COMMITTEES ABE NOT WORKING AS WELL AS THEY SHOULD

The Equal Export Opportunity Act of 1972 made provision for the appoint 
ment of technical advisory committees, comprised of industry and government 
representative, to advise the Secretary of Commerce on problems with com 
modities which tho Secretary determines are difficult to evalus te for export 
control purposes.

A Numerically Controlled Machine Tool Technical Advisory Committee was 
established in 1973. It thoroughly reviewed the problems of NC machines and 
submitted a report and recommendations to the Secretary.

The recommendations of the committee were presumably to iave been given 
to the delegates to the COCOM meetings starting in October li*74. Here, however, 
the mechanism for government-industry cooperation apparently breaks down. 
The committee wan not informed as to what instructions were given to the 00- 
COM delegateu. Furthermore, after the first COCOM meeting the technical ad 
visory committee was not told of the results of the COCOM meeting or any of 
the details of the COCOM discussions. This was al considered to be "confidential" 
information although the committee members all had security clearance.

This points out a recurring problem that industry has faced in obtaining In 
formation from the U.S. Government. During the 1972 COOOM discussions, little 
word was given to the machine tool Industry as to the events occurring at the 
meeting. While the competing machine tool industries of Western Europe and 
Japan knew earlier, the first positive information obtained by th«: American in 
dustry was learned frcm the British publication "Trade and Industry" dated 
October 12, 1972. This magazine paraphrased the COCOM regulations as then ap 
proved. It was not until January 29, 1973, that the U.S. Department of Com 
merce released an Export Control Bulletin which listed their version of the 
COCOM regulations. Considerable valuable time was lost during which the 
American industry could have been competing for the business on decontrolled 
machinery. This is another example of the failure of the U.S. Government to 
recogni/e the impact of the commodity controls on American business.

BUMMAKY

Throughout this testimony, we have been talking about the sale of equipment 
for the manufacture of non-strategic products. In no way does our industry sug 
gest that machines for the production of armament be decontrolled regardless of 
its destination.

While the U.S. export control policies have placed the U.S. machine tool indus 
try at a disadvantage, they have not truly served the purpose for which they were 
intended. They have not prevented the Socialist countries from acquiring the 
equipment they want from other countries. They have fostered the development 
of advanced technology in the Socialist countries. The policies have resulted in 
the loss of many jobs in the United States, and the loss of profits on the sales has 
meant that less money was available for research and development so necessary 
to r..<iintain a technological lead.

We are noi asking for special treatment, we are asking for fair competition 
with other COCOM signatories.

We are also asking this Subcommittee to seriously consider whether the ma 
chine tool industry's inability to complete on an equal footing with foreign com 
panies in the non-market countries does not in fact, work against our national 
security.
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U.S. SENATE,
Wa»hington, D.C., March 25, 1976. 

Mr. JAMES A. GRAY, 
McLean, Va.

DEAR ME. GRAY : I was sorry I was not able to attend yesterday's hearings of the International Finance Subcommittee, however, the hearing was covered by my staff. I do have a question I want to ask you and I will have your response 
inserted Into the hearing record.

I would appreciate your explanation of the issue raised in a recent article in the Washington Post (Thursday, February 20, 1976, p. A-3) in which retired General Graham, of the Defense Intelligence Agency, accused one of your members of having shipped machines to the USSR which helped them develop the MIRV. I have enclosed a copy of that article.
Your assistance and response will be greatly appreciated. 

Sincerely,
JAKE GARN.

Enclosure.
NATIONAL MACHINE TOOL BUILDERS ASSOCIATION,

McLean, Va., April G, 1616. 
Hon. E, J. (JAKE) GARN, 
Dirkfen Senate Offlce Building, 
Washington, D.C.

DEAR SENATOR GARN : This is in response to your letter of March 25, 1076, in which you asked us to comment for the record on an article which appeared on Page A3 of the February 26.1976. Washington Tost.
The article entitled "U.S. Reportedly Sold Soviets Means to Make MIRV Part", reported Retired General Daniel Graham's statement that "the Soviets couldn't have gone into production of the multiple warhead weapon, called MIRV," without the precision grinding machines sold them by the Bryant Grinder Corporation since 1972.
This statement is not true. Documented facts refute it. Here are the facts: The grinding machines were ordered in 1972 and export licenses were issued at that time; however, machine tools are not constructed overnight, and these were not shipped to the Soviet Union until 1973 and 1974. They could not have begun producing bearing parts until late in 1973 or early in 1974.
Soviet MIRV missiles were in production by mid-1973—before the Bryant grinders were delivered, and the completed missiles were deployed in 1974. Therefore, *t is impossible for the development of Russian MIRV missiles to have been dependent upon the Bryant grinding machir.es referred to by General Graham.
But that is only part of the story. Bryant Grinder Corporation first applied for an export license to the U.S.S.R. in 1960. That license was Issued and then quickly revoked. At that time, three firms manufactured grinding machines with essentially the same capabilities as the Bryant Centaline B. These were: Mlngantl in Italy: Voumard in Swltzerl-nd : nnd Overbeok in West Germany. During the period between 1961 and 1971, these companies shipped approxi mately 1,000 bearing grinding martilnes to the U.S.S.R.
In 1972, at the time Brynnt Grinder Corporation applied for an export license, the Soviet Union wa~ also negotiating with firms in Ttalv Switzerland, Japan, and West Germany as alternate suppliers to Bryant—and two of these com panies produced machines no similar to Bryant's that they violated Bryant's patents. Furthermore, complete hearings of equal quality to those produced with Bryant grinding machines were being sold to the Soviet Union by Koyo Seiko and Ninpon Miniature Bearing Company of Japan, and R. M. B. of Switzerland. SKF-RIV of Italy and ADR of France were also offering complete miniature bearings to the U.S.S.R.
So, it is clear from the record that the sale of bearing grinders by Bryant to the Soviet Union in no way affected their ability to develop MIRV missiles.I hope this answers your questions. If we can be of any further assistance in this matter, please let me know. 

Sincerely yours,
JAMBS A. GRAY, Kxccufive Vice Prcitidcnt.

Senator STFA'EXRON. Thank you, Mr. Gray. 
Mr. Adduci.
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STATEMENT OF V. J. ADDTJCI, PRESIDENT, ELECTRONICS 
INDUSTRIES ASSOCIATION

Mr. ADDTJCI. Mr. Chairman, in addition to appearing for the Elec 
tronics Industry Association today, I am speaking as the selected 
spokesman for a voluntary ad hoc group known as the Joint High 
Technology Industries Group on Export Administration. These in 
clude the Aerospace Industries Association, General Aviation Manu 
facturers Association, and the National Machine Tool Builders Asso 
ciation and, of course, ourselves, the Electronics Industry Association.

In view of the time constraints, I will try to merely highlight some 
of the points that we would have made in our statement. As I under 
stand, our statement will be in the record as if read.

I will highlight it mainly because what has been said by my asso 
ciates around this table today is really what we believe in and, there 
fore, we need not repeat what they have said. I endorse everything 
that has been said at this table today.

Now the high technology industries are important from an economic 
standpoint in that their views represent a consensus of a group whose 
annual contribution to the gross national product runs into $70 billion 
with an impressive role in world trade of about $15 billion combined 
yearly exports.

I mention this because of the statement that's been made before that 
the Department of Commerce processes the great bulk, some 85 percent 
we are told, of all of the license applications in a matter of a few days. 
So apparently this group that I'm representing is that 15 percent that's 
left because our industries' licenses are not processed in a few days.. We, 
are not processed in just a few months. It's many months before that 
processing is completed.

I want to emphasize this because when you're, waiting for this 
processing, if you're waiting 6 or 8 months on a highly complex system 
you have five, or six thousand people in (he plant waiting for that 
license and production to begin. To hold 5.000 or 6,000 people, in a 
plant while you're waiting for a license 6 or 8 months—you can 
imagine what that means in dollars and cents. It just about bankrupts 
some companies.

So when we talk about expediting and overcoming this Federal bu 
reaucracy that exists, to expedite means jobs. It means whether we can 
keep these people working. So it's important.

Now, because of what we call poorly defined and partially hidden 
government policy directives, ours and other leading edge technology 
industries are hampered in efforts to maintain profit margins. Price 
and delivery, two fundamentals on which many sales hinge, cannot be 
quoted with accuracy.

By the time the export controls have been applied to determine 
whether or not a license should be issued, production costs may have 
risen way above original prices quoted.

I think it is important that you recognize that the U.S. licensing 
system is inordinately slow. I had a meeting with a group of people 
from COCOM countries last night. In that discussion they said that 
they view our system as being the best assistance they can get. That's 
one of their selling advantages. Even orders as small as $1,000 to $5,000 
take from 6 to 8 months before approval or denial is obtained. The 5
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months is not uncommon for obtaining a license for approval of a 
previously approved commodity, for a previously approved end user, 
for a previously approved end use. I will not even go into the cases 
that have taken longer, 14 months.

Somewhere, in this Government we've got to emphasize, for its 
attention, that our companies are, competing with others in this free 
world for this business. Sometimes our biggest enemy is Government. 
There, are those in our own Government that want to help us, and 
sometimes I say, "if you really want to help us, don't do anything." 
But, of course, that's a generalization. We do need help, but it's 
certainly naive to think that any company is content to sit quietly by 
while the application winds its way through a bureaucratic maze that 
is unparalleled in these modern times, particularly faced with the 
amount of money that is being invested by this high technology 
industry.

"What can be done about this situation ? We felt that a partial answer 
was at hand when the last review of the Export Administration Act 
of 1974 put a 90-day limit on processing time. However, as is often 
the case in a bureaucratic system, a loophole was found and letters 
notifying an applicant of needed additional time have become a com 
mon sight in our members' files.

Therefore, we urge that the Congress declares that 60 days is it. If 
they can't do it. in 60 days, certainly don't give, them any more than 
60 additional days. To the degree that in 120 days they can't come up 
with an answer, or give us an approval, then it be automatically 
approved. That w ;i1 r nt the onus on their back and make, them move.

Let me talk just a little bit about forms. We know the complicated 
forms we have in our governmental systems. Take the example of the 
tax forms. We have created a new industry, IT. & R. Block and others. 
Why ? Because nobody can undei'stand the forms. Well, I don't know 
if it's the intent to start a new industry because of the Export Admin 
istration Act but those forms need to be simplified. Maybe that's one 
of the, problems with this processing from agency to agency to agency, 
where everyone writes another memorandum that goes to another 
memorandum. Simplification of forms. TH "> is now a President's 
Committee on Paperwork. Maybe, the, two should get together. If we 
simplified these forms maybe all wo will need is a group of people in 
one room—one representative from State, one from Department of 
Defense—all the, agencies, so they can all review and put their stamps 
on it. That is if the forms are simple, enough. Maybe, that's a way of 
doing it.

The other thing is that in expediting there's such a thing as using 
telephones. But I think an awful lot of people in Government, have 
forgotten that there are telephones.

There's also a way by the use of electronic computerization. My 
associate he.? talked alxiut it. We in industry would be very willing 
to help the Government solve this problem. In fact we, have tried to 
do that, Mr. Chairman. We have gone to the agencies.

In the interest of tune, let me go ahead and close my statement at 
this time so that questions can be asked. Again, I repeat, I hope that 
our full statement will appear as if read.

Senator STKVKXSON. It will be, entered in the record.
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Mr. AODUCI. Thank you, sir.
Senator STEVENSON. Thank you, Mr. Adduci.
[Complete statement follows:]

STATEMENT OF V. J. AODUCI FOR THE JOINT HlOH-T.ECHNOI.OOY INDUSTRIES' GROUP 
ON EXPORT ADMINISTRATION

Senator Stevenson and Subcommittee members, I am V. J. Adduci, President of 
the Electronic Industries Association. I am appearing today as the selected 
spokesman for a voluntary, ad hoe group formed with the identifying title of 
the "Joint High-Technology Industries' Group on Export Administration." Sub 
scribing to the views expressed here are the Aerospace Industries Association 
(AIA), the General Aviation Manufacturers Association ((JAMA), the National 
Machine Tool Builders Association (NMTBA), and ourselves (EIA).

This testimony is not intended to supplant the views of any other high-tech 
nology industry trade organization opting to present its individual views on behalf 
of its members.

Joining me in this panel presentation are Mr. Robert Mullen on behalf of AIA, 
Mr. Jesse Maffuid of XMTBA, and Mr. William Edgar of GAMA.

Realize if you will, that the views to follow represent the consensus of a group 
whose annual contribution to the Gross National Product runs into $70 billion 
with an impressive role in world trade of about $15 billion combined yearly 
exports.

Mr. Chairman, these figures are not contrived nor quoted to this body in 
idle terms. If anything, they should be used for measuring the relative impact 
oi" the Nation's high-technology industries on the United States balance of 
payments.

We welcome this opportunity to voice our particular and valid concerns about 
several aspects of administration of export controls under the present act as a 
current mitigating influence on the foreign trade efforts of a range of U.S. high- 
technology industries. It is ironic that in this, our Bicentennial Year, the question 
of controlling trade to certain countries becomes n focal point the same at it was 
200 years ago when our Founding Fathers were debating resumption of trade 
with England. W- hope that our legislators will heed our inputs in order that 
the country may grow and prosper over the next 200 years as it has done the 
past 200.

Our industry fully supports export controls as necessary to the national 
security of the Tinted States and also as an extension of the I'.S. foreign policy. 
However, administration of these controls bus become so cumbersome that it 
impedes commercial activity and prevents I'.S. business and industry from 
performing in a timely and profitable manner.

Please observe our emphasis of commercial and industrial. We are not today 
speaking of munitions control or foreign military assistance but, rather, of 
licensing the exports of commercial and industrial equipment and component 
parts to controlled destinations.

We urge the Congress to reaffirm the policy, stated in the present Export 
Administration Act. giving vigorous and practical support to the commercial 
involvement of I'.S. private enterprise in today's interdependent world. Fur 
ther, we recommend that existing law be strengthened so that procedures of 
involved Federal agencies will be simplified, expedited, and made to yield re 
sults more equitable to private enterprise.

In the changing climate of international and domestic economic conditions, a 
need surfaces for a new Government commitment, a commitment in terms of an 
ongoing policy assessment of the strategic impact of I'.S. export control judg 
ments. Judgments have not kept pace with the I'.S. high-technology industries' 
potential to penetrate international markets, through product sale and tech 
nology transfer. This is particularly true of our attempts to secure business 
from the USSR and other non-market countries.

Because of poorly-defined aad partially-hidden Government policy directives, 
ours and other leading-edge technology industries are hampered in our efforts to 
Wiaintaio profit margins. When dealing in this arena, sales forecasting (a basic 
essential to any business) cannot l>e performed with the slightest degree of 
acciiriicy because of the chance of license denial. Price and delivery, two funda 
mentals on v.hich many sales hinge, cannot be quoted with accuracy. By the time 
I'.S. export controls are applied, determining whether or not a license can be
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issued, production costs have risen, and we are behind on delivery. All of this, 
coupled with the fact that we have made large investments prior to applying 
for the licenses, places us at an extreme disadvantage in vend trade.

Gentlemen, one of the complaints most ottea voiced by our members is the 
length of time required to obtain a license to ship to controlled destinations those 
items classilied as "A" or strategic on the commodity control list. The system has 
become so unwieldly and cumbersome that it is now looked upon as a non-tariff 
barrier imposed by our own Government. The U.S. licensing system is viewed by 
our foreign competitors as cue of their selling advantages. Even orders as small 
aa 1 to 5 thousand dollars may take from tt-S months before approval or denial 
is obtained. Four to five months is not uncommon for obtaining a license for a 
previously approved commodity, to a previously approved end user, for a previ 
ously approved end use. We will not even discuss the cases that have taken longer, 
as even the times quoted here have placed us at a seriously competitive dis 
advantage.

We are aware of the position of the Department of Commerce that the great 
bulk, some 85% we are told, of all license applications are processed in a matter 
of a few days. We apparently represent the 15% where such speed is not incident 
to handling despite the fact that the very nature of our pioducts—electronic 
systems, equipment and components, machine tools, and aerospace/aviation 
equipment—is such that they probably represent, dollar wise, a substantial ma 
jority of United States industrial product exports.

Let us remember that U.S. companies have been encouraged to sell to controlled 
destinations not only through the same legislation that controls these sales, but 
also by a very active federal government sales promotion program. It should also 
be emphasized that our companies are comjietiug with others in the free world 
for this business. In order to apply for an export license for an "A" commodity 
to a controlled destination a company must have a firm order, which means that 
it must spend a considerable amount of time and money in advance to obtain this 
order. This amount, by the way, is much greater than marketing costs that would 
be spei't obtaining comparable orders in the free world. It is ridiculous to think 
that an;' company is content to sit quietly by while an application winds its way 
through a bureaucratic maze that is unparalleled in these modern times, particu 
larly with the amount of money that has already been invested. Compounding 
this situation is the fact that our allies, which are our industries' greatest com 
petitors, can obtain processed licenses for identical items in a maximum of six 
weeks iticixiding any international controls they may choose to impose We have 
just recently verified these times th-ough various foreign governments.

What can be done about this situation? We felt that a partial answer was at 
hand when at The last review of the 'disport Administration Act in 1374 you put 
in a 90 day limit on processing time. However, a loophole was found, and letters 
notifying an applicant of needed additional time have become a common sight in 
our members' mail. We therefore urge Congress to take a firm stand in this area. 
We recommend that a period of 60 days be allowed to approve or deny a license, 
and if additional 'time is needed, the time be limited to one 60 day extension. If & 
decision is not made at the end of a maximum of 120 days, the application will 
receive an automatic approval.

This time frame is realistic provided you the Congress mandate that the enth-e 
export control operation as i't pertains to all departments and agencies be updated 
from its present manual intensive fore-, to a modern, practical, well-managed 
system. We urge you to spell out the intent of the law. as well as its parameters, 
in terms unmistakable at all levels of Government. To this end we recommend 
that the Congress provide the Secretary of Commerce with authority to develop, 
implement, and enforce regulations governing all non-agricultural exports not 
appearing on the munitions control list. The authority should be extended to 
include all departments and agencies involved in processing of export licenses 
either actively or in an advisory capacity. The entire process must be modernized 
and operate in a pragmatii manner. To do less, or not require all involved t<i 
update their particular operations, will do no good, and United States high- 
technology companies will remain at a serious competitive disadvantage.

Export administration regulations, which include the commodity control list, 
should be clearly stated, consistent with the state-of-the-art, simple to under 
stand, and include distinctions l>etween various situations, quantities, and dollar 
amounts. Updates of changes in policy should he provided on a regular and 
frequent basis. Information required to obtain n license should be spelled out 
in detail and reflect the average exporters' ability to obtain that information
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so there is no need to return applications for additional data. At the present 
time the "ground rules" iu the export administration regulations are poorly 
explained at best, and certainly cause coniusion in the export community . . . 
particuiany the high-technoiogy community. The nues pertaining to reexport are 
equally as frustrating as those applied to direct export.

Since business is restricted in licensing matters to dealing with the Depart 
ment of Commerce, we have no direct knowledge on the consistency of views on 
export control between that department and tne Departments of State and De 
fense. We do believe, however, that many times license'-, are denied for reasons 
stated as national security, national interest, or foreign policy when full and 
complete consideration of the practical, real world aspects of the case has not 
been given.

We deem it only reasonable to request that when license applications are 
being reviewed, the fact that our foreign competitors in allied and other free 
world countries are ready, willing, an j able to ship those commodities in quan 
tity, and o( comparable quality, be given full consideration. This competitive 
situation is true regardless of whether or not the items are subject to an inter 
national control, the so-called CoCom list.

This list was started during the postwar years when tUe United States at 
tempted, through cooperation with its NATO allies, to control trade with the 
eastern bloc countries. The effort was needed and was effective at that time. 
However, the U.S. now finds itself, 30 years after World War II. attempting, 
through one set of Government regulations, to play the same role of trade over 
seer, while U.S. policy and world trends appear to be headed in the opposite 
direction. Times have changed, tensions have eased, Most Favored Nation 
status has been granted to some communist countries, and most importantly our 
allies, our partners in CoCorn, have matured and no loner lag us technologically 
in many fields. They have in fact become our largest competitors in the global 
marketplace. We further know that as competitors they do not play by the same 
set of rules we are required to observe. We have seen case after case of our 
competitors getting around the CoCorn controls. Late last year it was announced 
that Rolls Royce of England had signed an agreement with the Peoples Re 
public of China to produce the Spey aircraft engine. Here certainly is a case 
of circumventing the Internationa' control organization we hold so dear. While 
our allies invite business representatives to attend meetings and participate 
actively in the CoCoin review process, our Government treats even the CoCorn 
list as classified and denies us access to it. Our companies can, however, freely 
obtain this list from other CoCom nations.

At present the private sector has only one small input to the export adminis 
tration procedure and that is through the Technical Advisory Committees 
(TACs). Most of these committees' deliberations are classified. However, word 
has reached us fhat not many of the recommendations made by the private 
sector of the TACs are implemented. The legislation enabling the TACs specified 
that they would report to the Secretary of Commerce. However, this has been 
delegated to the Office of Export Administration which has a long history of not 
wanting or accepting industry inputs. Under these circumstances, we cannot 
help but question their effectiveness. We urge that these advisory committees 
be strengthened. One way to do this would be to extend the two year term of 
the private sector members and restore the committees' mandate to report at 
the cabinet level.

Finally, there is a potential inherent antitrust problem in industry's repre 
sentatives getting together to establish a position. Albeit a recommendation 
only, on whether or not a product should be restricted as to its export. Some 
more specific language in the legislation might be helpfu! in this regard.

On February 4. 1970. the General Accounting office transmitted to the Con 
gress a report "The Government's Role in East-West Trade—Problems and 
Issues" which spelled out in detail the problems our country faces in thin area. 
This report was accurate and cfrtainly came to the same conclusions as those 
reached by our industry. Further, according to the report, it would appear that 
some of the agencies were attempting to gloss over inefficiencies or deficiencies 
by refusing an astute group, like GAO, full access. We should hope Congress 
would wish to find out the reasons for lack of candor.

As we have earlier pointed out rind as stated in the GAO report, the country 
needs a coordinated East-West Trade policy. To this end the Kxport Administra 
tion Act needs to spell out specifics to
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1. Simplify procedure:
2. Insure executive control, not bureaucratic control
3. insure that Government departments and agencies fulfill the spirit and Intent 

of the Congress In their implementation of the Act.
We have prepared specific recommendations along these lines which we are 

submitting for the record. The trade association(s) staff and Industry members 
will be pleased to work with you and your staffs to further Insure that the 1976 
version of the Export Administration Act is modern, viable legislation.

Mr. Chairman, germane to the type of International trade conducted by our 
industries is the subject of technology transfer We are now aware that the 
Defense Science Hoard Report on Transfer of T'.S. Technology is before the 
Secretary of Defense for his appraisal. In the overall, our industries Imve been 
concerned by the imprecise definition of the term "technology" itself Thin is no 
more obviously illustrated than by decisions rendered on a range of export 
license applications, many of which are denied on the grounds of possible national 
security implication, even though only the end product is to be shipped, without 
any transfer of design, manufacturing, or processing data.

deferring back to our opening statement in which we differentiated between 
commercial and industrial products as opposed to those carrying a direct military 
implication, we again foresee that the current fragmented policy In making deter 
minations between the various governnunt departments involved in the export 
licensing procedure will inevitably result in an excessive amount of case denials. 
The products denied by this action will tlntl their way into the eastern bloc 
countries, in most cases through our CoCom allies.

In the real world of international trade and commerce it Is both unrealistic 
and Impractical to have any overriding government policy that would totally 
inhibit technology transfer via the licensing agreement process when economic 
factors Indicate that such a course Is warranted. We would cr.ution against tying 
the hands of Industry in selecting the technical agreement process when tech 
nology transfer makes sound economic sense. It should l#e emphasized that the 
high-technology industries are surely aware of the inadvisability. not to exclude 
the impractlcality, of entering into any technology transfer agreement in which 
the criteria invokes United States advanced state-of-the-art design and manu 
facturing techniques.

In no event do we wish to Infer or Imply that any technology transfer policy 
should In any way suggest » breach of the national security of the United States.

Thank you, )Ir. ("..airman. This concludes my prepared statement. I will lie 
happy to answer any questions.

PROPOSED CHAXOEH AND AMRXHMEXTH TO THE EXPORT ADMINISTRATION ACT

In keeping with the spirit of Congressional hearings, we would like to offer the 
following changes and/or arendmcnts to the Kx|*ort Administration Act. These 
are offered in an attempt t.i Improve the administration of export controls in 
order that the United States can maintain not only Its national security and 
foreign policy stature, but iilsu retain its managerial and technological leader 
ship in the global market nl»cc.

1. Sec. 4(a) (1). (H) other countries eligible for trade with the United States 
but not significantly engaged in trade with the t ..Ited States. In addition, the 
Secretary shall review semi-annually any list of articles, materials or supplies, 
Including technical data or other Information, the exportation of which from the 
United States, Its territories n:vt possessions, was heretofore prohibited or cur 
tailed, and no later than (M) days following completion of this review, make such 
changes and revisions in such list ns may be necessary or desirable In further 
ance of the policy, purpose, mid provisions of this Act. . . . These revisions are 
to l<e made readily and promptly available to ex|Hiiters.

2. Sec. 4(a) (2). The Secretary of Commerce shiill keep the business community 
Informed on a regular and cunent basis of changes In export control policy, as 
well us procedures. Instituted in conformity with this Act with a view to en 
couraging the widest possible trade. Such (reports) should Ite made not less 
than once a quarter, and more frequently If circumstances warrant.

3. See. 4(c) (2) (g). The Secretary will include in his semiannual report to the 
Congress under the provisions of Section 10(2) a section outlining the number 
of applications for export licenses that could not he processed within the time 
frame set forth In this Act. In each case the reason for the delay will l*e given and 
which department or agency created the delay.

4. Change Section 4(c) (2) (g) to read as follows: Any export license applica 
tion required hy the exercise of authority under this Act to effectuate the policies
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of Section 3(1) B or 3(2) (c) shall be approved or disapproved not later than 
60 days after submission. If additional time is required, the Secretary of 
Commerce or other official exercising authority under this Act shall inform the 
applicant of tho circumstances requiring such additional time and give an esti 
mate of when his decision will be made. Additional time is not to exceed 60 days. 
If a decision is not made at the end of a maximum of 120 days, the application 
carries an automatic approval. The Secretary of Commerce within 30 days after 
enactment of this Act shall convene all departments and agencies involved in 
export control administration to insure that necessary procedures and techniques 
have been devised to insure that this time limit may be met.

5. Sec. 4(h). (2) Notwithstanding any other provision of law, the Secretary of 
Defense shall determine, in consultation with the export control office to which 
licensing requests are made, the types and categories of transactions which should 
be reviewed by him to carry out the purpose of this subsection. This determina 
tion of types and categories shall be completed within 60 days of the enactment 
of this legislation and the list made available immediately to the business com 
munity. Whenever a license or other authority is requested for the export of such 

1 goods or technology to any controlled country, the appropriate export control 
office or agency to whom such request, is made shall notify the Secretary of 
Defense of such request, and such office may not issue any license of other author 
ity pursuant to such request prior to the expiration of the period within which 
the President may disapprove such export. The Secretary of Defense shall care 
fully consider all notifications submitted to him pursuant to this subsection and, 
not later than 30 days after notification of the request shall—

6. Sec. 5(c) (1). No person serving on any such committee who is a representa 
tive of industry shall serve on such committee for more than four consecutive 
years provided the life of the committee is extended beyond its original two year 
term. In any event, continuity should be provided for when such industry rep 
resentation is changed.

7. Sec. S(c)(6) new section. The Secretary will include in his semiannual 
rei>ort to the Congress nnder the provisions of Section 10(a) a detailed report 
of the Technical Advisory Committees making particular note of recommenda 
tions made by the committees and whether or not they were adopted.

8. Sec. 9. In order to enable United States exporters to coordinate their business 
activities with the export control -policies of the United States Government, the 
agencies, departments, and officials responsible for implementing the rules and 
regulations authorized under this Act shall lie required insofar «s it is consistent 
with the national security and the foreign poVcy of the United States to:

(1) Inform eaoii exporter within 30 days of license application submission of 
the considerations which may cause his export license request to he denied or to be 
the subject of lengthy examination ;

(2) In the event of undue delay, the Secretary of Commerce or other official 
exercising authority under this Act shall inform the applicant of the circum 
stances requiring such additional time and give an estimate of when his decision 
will be made. Additional time is not to exceed 60 days.

(3) Unchanged.
(4) Inform each exporter of the specific reasons for a denial or an export 

license request.
9. Sec. 14. The authority granted by this Act terminated on September 30, 1979, 

or upon any prior date which the Congress by concurrent resolution or the Presi 
dent by proclamation may designate.

Senator STEVKXSOX. I will address questions to all of you unless 
otherwise noted, and let you figure out how to respond.

Yesterday. Arthur Dowrtey, Director of the Bureau of East-West 
Trade, testified that a study of all applications received during a 2- 
week period in October-November 1974 indicated that 85 percent of 
the, applications were prwessed in 10 days and 90 percent, within 20 
days. He indicated that 35 percent of Communist country applications 
were prwesst d in 20 days; 45 percent in 60 days; and 77 percent in 
90 days. ' -

You irentlemen have all testified to long delays. ITow are we to square 
your complaints about delay with the assurances that have been piven 
us backed by fisiuresbv Mr. Downev?
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Mr. ADDTJCI. Mr. Chairman, I think I mentioned this in my state 
ment, that apparently most of us are within that 15 percent, not the 85 
percent; but this 15 percent is the large dollar volume and this is the 
one we are concerned about. Our experience is 6 to 8 months, up to 12 
months delay.

Senator STEVENSON. Are you suggesting that the delays tend to in 
crease with the volume, the size of the sale ?

Mr. ADDUCI. In complex systems, electronics, yes.
Senator STEVENSON. The number of application is misleading. If it 

was in terms of dollar volume, there would be greater delays ?
Mr. ADDUCI. You will find the greater dollar volume amounts would 

be in that 15 percent.
Senator STEVENSON. So that 15 percent represents more sophisticated 

equipment ?
Mr. ADDUCI. Yes.
Mr. CHRISTIANSEN. Mr. Chairman, if I may add a point here. The 

first set of figures Mr. Downey quoted, of course, referred to all of the 
applications the Department received. That's friendly country appli 
cations as well as those to the Communist areas. The second set of fig 
ures he mentioned related to the overall experience of the Department 
in regard to the Communist areas. This of course is what we're talking 
about here, and my charts relate only to licensing to the Communist 
areas. Mr. Downey included in his categorization every single Com 
munist area application handled during the period, very small ones, 
for example, such as a very small dollar amount of replacement parts 
for an existing licensed system. Applications like these should require 
very little serening, and should be licensed quickly.

Whereas, for example, my chart (see p. ?) is limited to major ap 
plications, those that are really meaningful. We have eliminated a 
good number of these smaller ones as being something that should be 
handled very quickly. If we were to put these back in Mr. Downey's 
figures would not be too far apart from our experience.

Senator STEVENSON. Why is it that other COCOM members permit 
exports that the United States does not permit ? I think Mr. Gray re 
ferred to a loss of sales to another COCOM member.

Does this happen often and, if so, how is it possible when the United 
States, which is a member of COCOM, exercises a veto power over tech 
nology exports by other countries?

Mr. GRAY. In some instances, they don't even bother to take it to 
COCOM because there is not a uniform interpretation of the regula 
tions themselves. In this particular increase, the West German machine 
was equipped with a soft-wired control where a portion of the execu 
tive program had been blocked out in such a way that if it was tam 
pered with the whole program would be erased. But that really didn't 
solve the problem, because they could tamper with the program and 
thereby erase the program. But the Soviets have programers, just like 
we do, and while it may have been a problem they could have repro- 
gramed for a fixe axis, simultaneously controlled machining progress. 
And this is clearly in vio'ation of the COCOM regulations.

When we were in the i'copies Republic of China in November, the 
last night we were there, I said, "I'm surprised that you haven't men 
tioned the COCOM controls—the export control regulations." The 
Chinese said, "That's a problem for you, not a problem for us, because 
we can buy the machines in Western Europe, without any problem."

So we are just as puzzled as you are as to why other COCOM coun-
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tries permit exports that the United States feels it is not allowed to 
make.

Mr. MCCLOSKEY. One of the reasons is this national interest versus 
national security distinction. We can have licenses turned down here 
for national interest reasons, but I think COCOM is restricted to the 
security aspects.

Senator STEVENSON. COCOM is what ?
Mr. MCCLOSKEY. COCOM is restricted to military security issues, 

not national interest issues. So maybe it's a political consideration why 
ours are turned down here, but when it gets to COCOM it may not
aPPlv - 

Senator STEVENSON. Isn't it a national security criteria that is
applied?

Mr. MCCLOSKEY. National security is by COCOM.
Senator STEVENSON. By us?
Mr. MCCLOSKEY. No. We supply now on a national interest criteria 

which brings in the political considerations.
Senator STEVENSON. Where does that come from? That's not re 

quired by statute.
Mr. MCCLOSKEY. I believe the last export amendment provided 

national interest test.
Senator STEVENSON. I don't think so.
Mr. MCCLOSKEY. Title 4 of the Trade Act mentions national inter 

ests rather than national security.
Senator STEVENSON. Was that export control ?
Mr. MCCLOSKEY. That established the East-West Foreign Trade 

Board.
Senator STEVENSON. Well, it's our impression or recollection that 

that has nothing to do with the administration of export controls. 
We'll have to WK into it.

Mr. M^CIAISKEY. We've heard on several applications that members 
have had their licenses turned down because of national interest 
rather than national security. However, we aren't able to verify that.

Senator STEVENSON. You say you can verify that?
Mr. MCCLOSKEY. I'm not able to verify it, but I understand they 

have been informally advised of that, that the reason was national 
interest. Subsequently, a pap°r they get may say national security, 
but the reason they were given was national interest.

Senator STEVENSON. Would you try to verify that and give us some 
spec'fics? We'll look into it.

[The following information was received for the record:]

CBEMA, 
April 9, 1978.

Hon. ADLAI E. STEVENSON III,
Chairman, Subcommittee on International Finance, Committee on Banking, Hous 

ing and. Urban Affairs, U.S. Senate, Washington, D.C.
DEAR SENATOR STEVENSON : In the question and answer period following our 

testimony on the extension of the Export Administration Act. March 23, 1976, 
you requested that CBEMA provide you further Information and documentation 
of our statements made about he use of he concept "national interest" to Justify 
denials of specific export license applications.

Pursuant to your request we have contacted various of our member companies 
and have requested further information from them as to the actual procedure 
followed in the licensing process and the information received by the applicant.

Enclosed for submission in the record of the hearings are six denied applica 
tions which concretely illustrate our statements:
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1. \ou will note that on form DIB-887 (and its predecessors) the principle 
grounds for denial under Section 8 Is "approval is contrary to t!ie national inter 
est." This is not the statutory grounds set forth in Section 3(2) of the Export 
Administration Act.

2. We have included the justifications given to the applicant for denial of his 
application. Please read these reasons for denial closely. The applications cover 
contracts ranging from approximately $100,000 to almost ten million dollars an'i 
a time period from 3067-1976. However, with the exception of the cover letter 
to the denial dated 1969. you will note that the reasons for denial are substan 
tially identical in every case. They are. in effect, stock phrases selected to conform 
to the requirements of the Export Administration Act that the applicant be given 
reasons for the action taken.

3. Further you will note that the reasons for denial gi-en do not relate tech 
nically to the system supplied. The summary paragraph in most of these denials 
states that ". . . consequently, we have determined that the equipment does not 
justify an exception at this time to the general U.S. CoCom policy of mn- 
approval applicable to it." Most of the activities of the applicant in pursuing his 
application for license are oriented toward providing technical information and 
justification about the system and the relevance of its capability to the needs of 
the end user. Thus, one wm«i-.i r.xpect that the decision to deny would ordinarily 
be based upon a felt technical deficiency in the match between the proposed sys 
tem and the end user. However, no data is given to justify the denial on technical 
grounds r.or is the applicant giv?n an opportunity to refute the basis for the 
rejection.

Denials for reasons of national interest are vague and difficult for Industry to 
evaluate. Commercial relations cn nnot exist where every contract Is subject to 
political or other exigencies of the moment.

National interest rejections are equally confusing to our customers and raise 
a questionmark about any transaction with U.S. suppliers. Customer alternatives 
are to buy from other Western suppliers or huild their own. Either alternative 
does not achieve the apparent U.S. objective of total denial to a particular cus 
tomer.

CoConi evaluates license applications on the basis of their impact upon mutual 
security. If the United States denies approval as contrary to the national inter- 
eat, it wou'J he our understanding that this deninl opens the way for competitors 
from other countries to fill the customer's needs. Thus, when an application comes 
before CoCom from another country to fill the same customer's needs, the United 
States is placed in the situation of being estopped from objecting because the 
United States' denial was not upon the statutory' one of national security.

During the hearing, and in the witnesses' statements, comments were made 
about the appeals nrocess of a license denial. We have reviewed further our 
members views of the appeals process. It is our understanding that a full-time 
attorney has been assigned to process appeals within the Bureau of East-West 
Trade. We believe, however, that the Department of Commerce misunderstands 
what is required by business in the appeals process. Whether the license was 
correctly processed and those required to make decisions on the application 
did consider and make the decisions should only be part of the review. We be 
lieve that the appeals process should constitute a dc noro review of the license 
application. Denial of an export license application represents a judgment 
on the part of various government officials about the proposed export. Thus, 
what is needed is a revaluation of the data presented l>oth by the applicant and 
the relevant government agencies but at a higher level within the concerned 
agencies. Thus, we recommend that the appeals process be made a complete 
substantive and procedural reconsideration of the application.

In this letter I have commented only on those issues on which you requested 
additional information. CBEMA urges the Subcommittee to seriouslv consider 
its other recommendations made regarding the Technical Advisory Committee, 
the CoCom advisory process and the elimination of the rule of interagenoy 
unanimity.

I thank you for your consideration of our statement and comments. We stand 
ready to work further with the Subcommittee in the development of appropriate 
legislative lonjruage to implement the changes agreed upon by the Subcommittee. 

Very truly yours,
PETEB F. MCCLOSKEY, President,
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U.S. DCPARTMENT OF COMMERCE
•UnCAUOT (NTCHNATIONAL COMMCNCC

WASHINGTON. D.C. 20UO

Office of Export Control

JohnR. Colllns 1969
Director
Scientific and Electronic
Equipment Division
Gentlemen:

Your applications Nos. covering a Model 
computing system with associated data processing equipment, magnetic 
tape, and teat equipment, valued at $ for the Deutsche 
Reichsbahn, East Germany, have been denied, because the transaction 
was determined, after extensive interagency review, not to be in the 
national interest. Notification of Rejection forms IT 204A are enclosed.

Officials of the Office of Export Control discussed these applications with 
representatives of your firm on many occasions in the hope that a configu 
ration for the. computer system could be found that would sadsfy your 
customer and, at the same time, not represent an unreasonable security 
risk to the United States. In particular, a meeting was held with 
representatives, including three from their European sales staff on

at which time a representative of this Office explained 
in detail the most recent guidelines under which computers are approved 
for Eastern Europe. At that time, the East German Railway case was 
specifically discussed, and it was pointed out that it exceeded our guidelines 
in a number of respects.

We are aware that has made continuing efforts to 
accommodate the strategic concerns which were brought to their attention. 
Indeed, the present applications for the Modi 1 system represent a 
substitution for the Mode for which applications were originally 
submitted. As late as submitted a new con 
figuration in which an attempt was made to 1< sscn the licensing problem 
by reducing the number of disc drives. Unfortunately, this redaction was 
accompanied by a marked increase in the number of rcrnoiu terminals 
(' which are also of concern. This new con iguration 
was reviewed by the Commerce Department and the other igencies that 
advise us on U.S. export controls. It was determined tha a computer 
of the power of the Model and with the memory capai ty of the 
proposed installation, equipped, as In this ccisc, with a la -ge number of 
remote terminals, is the equivalent of the command/conti -1 computer 
systems used by our Department of Defense for strategic nilitary 
purposes. It was agreed that supplying a syste m such as ' his to East 
Germany would represent a significant security risk and that the 
applications should be denied.

I regret the long delay to reaching this decision, but we felt it was 
necessary in such an Important case to explore thoroughly whether there 
might be a basis for approval.

Sincerely, 
Enclosures
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NOTIFICATION OF HEJECTION OF EXPORT LICENSE APPLICATION

Exhibit II
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Your application covering a " . .,——» computer system with 

spare parts rnd supplies, with a total value of ' of 

which the U.S content was valued at' mr - for export to

———————•——-—— ' ~ " . Hoscop, O.S.S.R., 

has been denied for reasons of national security pursuer.t to 

the Export Administration Act of 1969, as amended and extended.

The subject system, designated by the letter "A" on our 

Commodity Control List, is a very large and sophisticated 

computer system with significant military/strategic/inteliigance 

application possibilities. The computer system could not 09 

adequately safeguarded against unauthorized use. '

The U.S.' and its COCOM allies have determined that oxpprts of
»

Ejch A-rated commodities to Eastern European counH-.CeF could 

contribute so significantly to the military/strategic capabili.tiftn 

of these countries as to constitute a potential threat to thin 

country.

After exttiisivo intaragency rovioW, including thfl luyhent lev^ln of 

Government, wo have boen unable to determine that this system 

would bo usod sololy for tho purposes for which approval would 

bo granted. It thus does not justify an exception at thin tim^ 

to tho general U.S. and COCOM policy of non-approval applioablo 

to it.



Exhibit IIIc c-^.---

FICATION* OF REJECTION OF EXPORT LICENSE APPLICATION
i' !'

BEWT/OEA/SSEE

714 (3) 621
7. Hjtr of AM

1975 75

O ?"'•>••

rJriv., Vour a-j;j

nation.il sc:-ritv rc.-.i
of 196? is i.-o-i;a a-J ox:-.-.-=;c.

Jubjcct ejjij'ir.t c~ai n^t:.: by t^r? letter 
Control List" has significant strategic .-.pplicatior.s.

The U.S. c-:nd its CoCc-. .illii? hnv^ d: tcr-ir.;i f.'.-tt exports o: such 
'A" cor.noaities to £.i3wcrn Euroce^p. u??tir^"io..3 could cor.tribiitc 
significantly to the military capabilities as to constitute a 
TXJtential threat to our national security.

After extensiv4 jrttcragoacyt review, we have been unable to determine 
that this export justifies as an exception at ti^is time to the general 
U.S.* Bnd CoCom 'non-appro*/al policy applicable to it.
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NOTIFICATION OF REJECTION OF EXPORT IIU.NSE APPLICATION

Nim,*.rlk
At drc

Exhibit IV

UBWT/OEA/SI.EE

V/0 lUrctrOhonjUcchnika

4. Eipnft Cftntral (.nmm<Mi"y N

J975

71113). 001(4) , 711(8)621

I. Vouf ciftofl SccnK »|>|>lit»tinn(i) (»>t) (wcte) rcjfftfd frx the following ro<ontiji 

Apprrwil i| comrlry In llle nlllpnjl tatnrtl.

t pfnd«(ci k»»f bre I I •m

(Ste Supplcnwnl No. I to Pill 388 ot Itic EmoM_A jmlnltimlon R

[ljo<i.vi Your aooH ration covering an > computer system 
valued at ___^^ for export to the U.S.S.R. has been uunicd for 
national security reasons pursuant to the Export Administration Ace 
of 1969 as amended and extended.

Subject system designated by Uie letter "A" on our Commodity 
Control. List, has significant strategic applications. luo use could 
aid the consignee in the development and improvement of computers 
and peripherals that could be put to significant strategic uses.

The US and its COCOH allies have determined that exports of such "A" 
commodities to Eastern European destinations could contribute

"E" Si»-. N W.. WiihinKn.it, DC. JO? JO.

10.l>jir V rA.,ilm>r K .ii»» 

;7^^^^^/M",^......N.....l.f ,? '

significantly to the mi.litnry. capobiliti cs as to constitute a 
potential threat to our national security.

After extensive interacjcncy review, we have been unnblo to determine 
that this system justifies as an exception at this ti mo to the 
general US and COCOM non-approval policy applicable to it.
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Exhibit V

FICATION OF REJECTION Of EXPORT LICENSE APPLICATION BEWT/OEA/SiEfi

TApplK.nl, Rcf. Noil)

714 (7) 621; 714 (9) 621

1976

r»-J^ih«vcbr(n O d ^J

I h
K

Y~ur a-:r!. ici* i ~-^ , rov^ri.r.i t.?t'.'i-i-'L r-'.-uj ,nep. t to alloN 
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nas oeen deniea for roa^ons 01 national Jccari^y t-.'iy 
£xoort Ao.^inisLraticn Act of 1969 as aronafd and extenacJ.

his cauipr^nt, valued at ' in toto, is designated j-/ t!ie 
'A* on our Cor^oai ty Control Liit because it ^.33 -~ i-;ni 5 ic?:\ t str 

» pplicationr.. The Umtod 5tat-.cs and it:; CoCor> ,jl 1 i^ j have ^o tor
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Mr. McCLosKEY. When you questioned about the length and the 
time, we don't keep statistics by individual member companies but I 
have asked the question of how many license applications do we put in. 
We don't put in a great number per year, perhaps 100, in which some 
percentage are for existing installations to upgrade them in some 
fashion. But the minimum that it's taken as I understand it is about 
4i/£ months and, in fact, to return some peripheral equipment, from 
East Germany which was brought in here to demonstrate what their 
current existing technology was, it took 70 days to reexport to East 
Germany, their own equipment.

Senator STEVENSON. Mr. McCloskey, I think it was you who, if I 
understood you correctly, suggested that instead of differentiating 
between types of export commodity contracts, the United States 
should determine on a country-by-country basis what countries it will 
trade with. If I understood you properly, you were suggesting that 
ball bearing machines and other types of technology items should be 
treated the same as food or drugs, you just decide which countries you 
are going to export to and which countries you were not going to 
export to.

Mr. McCLOSREY. I think you misunderstood me, Senator. I indi 
cated that we subscribe to the national security interests but our con 
cern when our industry is singled out not for national security inter 
est but national interest reasons is that for some reason, because of 
political developments, licenses are arbitrarily delayed in our industry 
maybe because they have high visibility or high need on the part of 
our trading partner, whoever it might be, not for national security 
reasons. We accept national security as a valid reason for restricting 
the exporting of our products, but we are concerned when national 
interest as opposed to nrtional security becomes the criterion and it 
isn't uniformly applied to all trade to that country.

Senator STEVENSON. Maybe I don't understand what national inter 
est means. National interest clearly has a broader scope than national 
security. Does that include such considerations as the effect the export 
would have on domestic industry? What does it include that's not in 
cluded within the scope of national security ?

Mr. MCCLOSKEY. The world economic situation is the one that's 
been used—politics, the status of domestic employment or unemploy 
ment, and unspecified sociological and psychological factors. They 
have all been thrown in as national interest criteria that can be 
applied.

Senator STEVENSON. Well, you will try to verify that for us and 
give us some specifics about cases in which applications have been 
denied for so-called national interest reasons.

WEMA indicated that it has no objection to requiring technology 
exchange agreements or protocols with foreign governments to be re 
ported to the Government. It's been suggested that such reporting of 
agreements would leave the Government-better informed about pro 
posed technology transfers. How do the rest of you feel about that 
proposition ? We'll start with you, Mr. Gray.
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Mr. GRAY. I'm sorry, I didn't hear your question.
Senator STEVENSON. WEMA has indicated that it has no objection 

to requiring that technology exchange agreements or protocols to 
foreign governments be reported to the Government. I'm wondering 
how the rest of you felt about that proposition.

Mr. GRAY. I think we would agree to that. We would have no ob 
jection because it is not a problem for us.

Mr. McCLOSKEY. I can agree with that. I think that's the present 
law.

Senator STEVENSON. No. There's no such requirement now.
Mr. MrCLOSKET. I don't know about the particular time neriod. I 

think that would be a question.
Mr. ADDUCI. I guess we probably agree. We just hope that if that's 

•what they are going to do, that they establish a policy, let us know 
about it and then assure us that in the processing of licensing, this may 
be given as a reason for disapproval and thus let us know what that 
real reason is. That would be my answer to it.

May I say, Mr. Chairman, I want to add just a little bit to that. In 
this business of technology transfer, I think one of the reasons that 
some of the CQCOM nations are doing better than we are in processing 
is because I think they are in a sense less naive than we are. They are 
less naive as governments than we are. They have recognized that over 
the 26 years we have had COCOM, things have changed. After 26 
years the same situation that caused the formation of COCOM isn't 
there any more. At one time we had all the technology and we were 
trying to spoon feed it here and there in order to help countries come 
along. The countries that we are competing with now have just as good 
technology as we have and therefore, they are not inhibited. I sav, 
this reverse of this technology transfer is because they are more real 
istic than we are. We are still trying to hold onto something that we 
created 26 years ago. I'm not saying that it should go away; I'm 
merely saying that we are not as realistic as they are.

Senator STEVENSON. Do exports to non-Communist countries often 
end up in Communist countries, bypassing COCOM controls?

Mr. ADDTJCI. I would think they probably do. It depends on where 
its bought. It's pretty hard to control.

Mr. CHRISTIANSEN. I think our experience and the experience of 
other WEMA members is that the goods usually stay where they are 
sent and they are not reexported. When we sell to bona fide customers 
and end-users in Australia, for example, the goods stay in Australia. 
They don't go anyplace else. I have great confidence in this.

Now obviously, in any system there are bound to be some diversions. 
There are bound to be some unscrupulous people and we have run 
across our share of these as has the Department of Commerce. I think 
the GAO report suggests an increase in the surveillance activities of 
the Commerce Department. This is a very good suggestion and it 
should be followed up.

Mr. MCCLOSKEY. Particularly, Senator, in the large systems area in 
the computer industry, there's a requirement for continuous support 
in some fashion of (he installation, whether it lie spare parts or advice, 
and so it's extremely difficult for it to be moved from one country to 
another,
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Mr. GRAY. Senator, we have had no ; ndication that machin? tools 
are being moved once installed. Construction of the foundations for 
the machines are special and expensive and in most cases would dis 
courage moving and we would know it if it did occur. We have had no 
indication of that happening- 

Senator STEVENSON. There arc real limits on our ability to monitor 
use within a recipient country, are there not, and especially in the 
Soviet Union? Is there any effective means of implementing end-use 
controls in the Soviet Union ?

Mr. CHRISTIANSKN. Senator, if I may respond to that question. In 
my company's cas:fc, for example, we do have a great deal of responsi 
bility for aftei -the-sale service and have technicians who are con 
stantly going into the Communist areas to service equipment. About 
2 weeks ago we had our East European service manager over here, 
he's a West European by the way. I asked him about diversions and 
he said he hadn't heard of a single case of our people going in and 
not finding equipment where it was supposed to have been.

Senator STEVENSON. Do those service personnel report?
Mr. CHRISTIANSEN. If they found a location changed, they would; 

yes, sir. In fact, they would not service any item they found to be di 
verted. Their instructions are to service equipment only if it is in the 
place and in the hands of the end-user for whom it was originally 
licensed. If it's someplace else. They are to report the fact and not 
service it.

Senator STEVENSON. Is that true generally, including the computer 
manufacturers?

Mr. McCLOSKEY. I think it's even more severe in the computer field. 
There are actually copies of the printouts -ii the computers that are 
turned over to the U.S. embassies in some cases. I think they are much 
too stringent in effect. I think they place undue risks on the part of 
employees of U.S. companies to act as couriers of information that 
they really shouldn't be in a position to do. In fact, safeguards have 
been negotiated with the Commerce Department as part of the licens 
ing procedure they have entailed very, very intensive types of report 
ing. In the case of Dubner, I believe weekly reports go to our em 
bassy on the actual applications that are used.

Senator STEVENSON. From your experience with East-West trade, 
would you say there was a noticeable relaxation of export controls 
starting in 1972 with respect to East-West trade ?

Mr. CHRISTIANSEN. Senator, what happened in 1972, of course, was 
that most of the unilateral U.S. controls were taken off. The COCOM 
controls were not affected. So to the extent that produc's were con 
trolled by unilateral U.S. controls, this was very helpful. Host of the 
companies that I'm familiar v ; th find very little problem with the 
small amount of remaining unilateral controls,

Mr. GRAY. In 1972 most unilateral controls on machine tools were 
removed. Prior to that time, virtually every machine made in this 
country was controlled. There was some relaxation after 1972. We 
spent a lot of monev in documenting and proving it to the Com 
merce Department that availability of supply from other countries 
throughout the world was indeed a fact of life.

Senator STEVENSON. So detente has not been banished from the vo- 
cabulatory with respect to technology. Have you noticed since the
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word as banished recently ariv tightening of controls or greater delays 
in the processing of technology export applications to the Soviet 
Union ?

Mr. CHRISTIANSEN. We have not noticed any greater delays. I hope 
we don't notice any greater delays, sir. Delays are great enough the 
way ; t is.

Senator STEVENSON. That was a national interest determination in 
1972. Well, that's interesting. I just wondered whether these controls 
were being used to send a message.

Mr. CHRISTIANSEN. I think it would be a number of months before 
we would see any congress. The time lags are so significant that if 
something happened today to change policy, we probably wouldn't feel 
it until "x" number of months later.

Mr, GRAY. Except that in the testimony of Dr. Shields the other 
day you could read his statement to mean that "thus delay is the meas 
ure of success. So viewed., our security trade controls have proved to 
be highly effective, particularly in the area of production capabili 
ties." Whether consciously or unconsciously, among the people who 
work in DEA and the Defense Department and decide whether or not 
licenses should be granted—it appears delay is the name of the game. 
Whether it has anything to do with detente or not is an issue that we 
are concerned about.

Senator STEVENSON. Yes. I don't think he was referring to delayed 
processing of applications.

Mr. GRAY. I said consciously or unconsciously.
Senator STEVENSON. But I think quite consciously.
Thank you very much, gentlemen. You have been extremely helpful 

and I hope we can be responsive to the problems you described.
The final witnesses are Mr. Joseph Shapiro, president, Institute of 

Scrap Iron and Steel; and James F. Collins, senior vice president, 
American Iron and Steeel Institue.

Gentlemen, please also summarize if you can. I will enter your full 
statements in the record and as I indicated earlier, I regret to say I'm 
going to have to leave in a few minutes and I'll let the subcommittee 
counsel, Mr. Marcuss, complete this hearing. I apologize. We are a 
little longer than expected, but I have to go to a noon meeting. I will, 
of course, read your full statements in the transcript.

Now let's proceed. Mr. Shapiro, do you want to go first ?

STATEMENT OF JOSEPH SHAPIRO, PRESIDENT, INSTITUTE OF 
SCRAP IRON AND STEEL

Mr. SHAPIRO. My name is Joseph Shapiro. I'm president of National 
Metal and Steel Corp. and ferrous scrap processes located at 
Terminal Island, Calif. I appear here this morning as president of 
the Institute of Scrap Iron and Steel, the national trade association 
representing processors and brokers of ferrous scrap in the United 
States. I am accompanied by Dr. Herschel Cutler, executive director 
of the institute and Mr. Thomas Hale Boggs, Jr., Washington coun 
sel for the institute.

This statement is submitted on behalf of the Institute of Scrap Iron 
and Steel, a national trade association representing approximately 
1,450 processors, brokers, and dealers of metallic scrap and industry 
suppliers.
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Export controls were placed on ferrous scrap from July 1973 
through December 1974. During the subcommittee's deliberations on 
the extension of the Export Administration Act in 1.974, significant 
time was devoted to the question of export controls on ferrous scrap.

We believe no one seriously suggests a need exists at the present 
time to reopen that debate. Accordingly, the institute recommends that 
the short supply portion of the act be extended in its present form. 
The institute's support for extension of the short supply controls in 
their present form is not to suggest that the institute argees with the 
manner in which the Department of Commerce has imposed export 
controls on ferrous scrap in the past. However, the institute does 
believe that it is unnecessary to reopen the issue at the present time 
since the debate deals with administrative action, not legislative intent.

In its invitation to the institute to testify, the subcommittee requested 
the institute's views on the manner in which the Department of Com 
merce has carried out its short supply .monitoring responsibilities under 
the act. The institute believes that the act sets out specific, unam 
biguous criteria as to when monitoring is to occur and that the Depart 
ment of Commerce has carried out its responsibilities in accordance 
with these criteria.

The Department of Commerce properly has not implemented formal 
monitoring of ferrous scrap expoi-ts for the simple reason that none 
of the criteria for implementation of monitoring exists. Under the 
act monitoring is to occur:

(1) When the volume of exports contributes or may contribute to an 
increase in (a) domestic prices or (b) domestic shortages; and

(2) Such prices or shortages have or may have a serious acW'-.^e 
impact on the economy or any sector thereof.

None of the criteria set forth in number (1) have existed since 
enactment of the monitoring provision in 1974. It thus is unnecessary 
to even reach the issue posed by number (2).

U.S. exports of ferrous scrap in 1974, while under export controls, 
were 8.7 million net tons. Using January 1976 export statistics, the only 
data available for 1976, the annualizcd rate of exports would approx 
imate 8 million tons for 1976. The export market is weak at the present 
time, and thus is exerting little, if any effect on either domestic price 
or domestic supply. This fact is obvious and cannot be challenged.

The statement that exports have little or no effect on current scrap 
prices is documented by tne fact that there is little or no foreign buying 
at present prices and, in fact, coastal prices for scrap tend to be sig 
nificantly lower than prices for comparable scrap at internal U.S. 
markets. Thus, the price increases are purely a domestic phenomena.

It is also a fact that the supply of scrap increased during the past 
year, adding to the vast reservoir of untapped supply already exist 
ing. First, while total ferrous scrap sales in 1974 were approximately 
60 million tons, they dropped to 45 million tons in 1975. An industry 
which produced 60 million tons in 1 year clearly could have generated 
more than the 45 million in the next. This increase in supply is con 
firmed by a visual survey of inventories at most scrap processing yards 
in the United States and in many steel purchasers yards. Inventories 
of scrap are running at very high levels.

69-300 O - 76 - 24
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As the preceding discussion has shown, there clearly was and is no 
need for the Department of Commerce to engage in formal monitoring 
given the situation within the ferrous scr; ^ market over the past 15 
months. In addition, there appears to be no need for any revision in 
the criteria since they are sufficiently brood to give Commerce the 
authority to monitor virtually any commodity where there appears to 
be any significant effect of exports on either domestic prices or domestic 
shortages.

In analyzing the Department of Commerce's determination whether 
to monitor, it is important to recognize the effect that formal monitor 
ing has on the international market and Ihe expense which needless 
formal monitoring imposes on the Department, the industries involved 
and on society. Once formal monitoring commences, a signal has been 
given to both domestic and foreign purchasers that the Department 
considers a problem to exist that could in the future. Justify imposition 
of controls. This action in and of itself can be potentially disturbing 
to the market, forcing excess ordering and protective positioning, and 
thus should not be undertaken prematurely.

If a need for information exists, it can be obtained by the Depart 
ment of Commerce through informal inquiries until such time as the 
Department determines that the criteria for formal monitoring are 
met. Since the costs of monitoring can be significant, formal monitor 
ing should not be undertaken at the whim of a particular industry but 
should be utilized only with a fixed purpose in mind, a purpose which 
cannot be reached any other way. Present law provides such a clearly 
defined purpose and mandates monitoring when its criteria are met.

The imposition of controls without appropriate consultations with 
concerned nations or the improper or ill-timed introduction of monitor 
ing, can lead to retaliatory actions on the part of those adversely af 
fected by the unilateral U.S. Government action Thus, unilateral 
actions on the part of governments must be well reasoned and justified.

The institute, accordingly, has on numerous occasions, most recently 
via participation before the special trade representative, recommended 
the concept of an international Code on Export Controls within the 
General agreement on Tariffs and Trade. If nations agree to consulta 
tions and to a specific set of criteria, guidelines, and procedures so that 
actions necessary to the well-being of one nation can be undertaken 
without impinging unreasonably on the sovereignty of other nations, 
the role of stable international trade in reducing or relieving material 
crises will have grown tremendously.

The current Act provides a mechanism where commodities which 
actually are in short supply may be monitored and then if necessary, 
controlled by the Department of Commerce. The temptation neverthe 
less exists to attempt to use this act as a form of price control. In a 
recent article in the American Metal Market, the fact that export con 
trols are sought solely to regulate price was reemphasized: "None of 
the executives contacted expressed any concern about getting scrap. 
In 1974, when prices were high, 'there was never a scrap shortage.'— 
an industry spokesman— recalled * * * (The spokesman) said he thinks 
that export controls should be imposed when scrap gets to a certain 
level, perhaps $100 per ton."

Utilization of the Export Administration Act to control price is 
inappropriate and an improper form of export control.

[Complete statement follows:]
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STATEMENT OF JOSEPH S. SCHAPIBO, PRESIDENT, INSTITUTE OF SCRAP IBON AND

STEEL, INC.
This statement is submitted on behalf of the Institute of Scrap Iron and Steel, 

Inc., a national trade association representing approximately 1,460 processors, 
brokers and dealers of metallic scrap, and industry suppliers. Institute members 
process, ship or otherwise handle approximately 90-95% of the iron and steel 
scrap purchased in the United States and handle equally Impressive percentages 
of the many oth( matallic solid waste materials which are recycled in our 
economy.

As the Subcommittee is aware, a continuing debate with respect to the Export 
Administration Act has taken place between the ferrous scrap processing industry 
and the steel and foundry industries, the two domestic industries purchasing fer 
rous scrap. This debate has included disputes concerning both the statutory 
short supply provisions and the Department of Commerce's administration of the 
Act.

Since Institute members are not involved with trade of high technology items, 
this statement will not comment on this issue.

Export controls were placed on ferrous scrap from July, 1973 through De 
cember, 1974. During the Subcommittee's deliberations on the extension of the 
Export Administration Act in 1974, significant time was devoted to the question 
of export controls on ferrous scrap.

We believe no one seriously suggests a need exists at the present time to re 
open that debate.1 Accordingly, the Institute recommends that the short supply 
portion of the Act be extended in its present form. The Institute's support for ex 
tension of the short supply controls in their present form is not to suggest that 
the Institute agrees with the manner in which the Department of Commerce has 
imposed export controls on ferrous scrap in the past. Ilowever, the Institute does 
believe that it is unnecessary to reopen the issue at the present time since the 
debate deals with administrative action, not legislative intent.

In its invltati'oa to the Institute to testify, the Subcommittee requested the 
Institute's views on the manner in which the Department of Commerce has 
carried ou its short supply monitoring responsibilities under the Act. The In 
stitute beUeves that the Act sets out specific, unambiguous criteria as to when 
monitoring Is to occur and that the Department of Commerce has carried out Its 
responsibilities In accordance with these criteria.

The Department of Commerce properly has not implemented formal monitor 
ing of ferrous scrap exports for the simple reason that none of the criteria for 
implementation of monitoring exists. Under the Act monltori-ig !s to occur:

(1) when the volume of exports contributes or may contribute to an 
increase in ,

(a) domestic prices or
(b) domestic shorta?es; and

(2) sucii prices or shortages have or may have a serious adverse impact 
on the economy or any sector thereof.

None of the criteria set forth in number (1) have existed since enactment of 
the monitoring provision in 1974. It thus is unnecessary to even reach the issue 
posed by number (2).

U.S. exports of ferrous scrap in 3974, while under export controls, were 8.7 
million net tons. Using January, 1976 export statistics, the only data available 
for 1976, the annualized rate of exports would approximate 8 million tens for 
1976. The export market is weak at the present time, and thus is exerting little, if 
any, effect on either domestic price or domestic supply. This fact is obvious 
and cannot be challenged.

The statement that exports have little o.- no effect on current scrap prices Is 
documented by the fact that there Is little or no foreign buying at present 
prices and in fact, coastal price;* for scrap tend to be significantly lower than 
prices for comparable scrap in internal U.S. markets. Thus, the price Increases 
are purely a domestic phenomena.

It also is a fact that the supply of scrap increased during the past year, adding 
to the vast reservoir of untapped supply already existing. First, while total fer 
rous scrap sales in 1974 were approximately 60 million tons, they dropped to 45

1 For the Subcommittee's Information, the Inetltute's statement on extension of the 
Export Administration Act In 1974 1» attached.
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million tons in 1076. An Industry which produced 60 million tons in one year 
clearly couM have generated more than the 45 million lu the next. Scrap which 
would have been processed and sold in 1915 It demand had been sustained, thus, 
•was added to existing suppiy throughout last year. With the present upturn 
in the economy, discretionary consumer buying can be expected to increase dur 
ing the current year, with the resultant increase in scrap supply from discarded 
automobiles and appliances. This increase in supply Is conhrmed by a visual 
survey of inventories at most scrap processing yards iu the United States and in 
many steel purchasers' yards. Inventories of scrap are running at very high 
levels.

As the preceding discussion has shown, there clearly was and is no need for 
the Department of Commerce to engage in formal mosiLoring, given the situation 
within the ferrous scrap market over the past Jf months. In addition, there ap 
pears to be no need for any revision in the criteria since they are sufficiently 
broad to give Commerce the authority to monitor virtually any commodity where 
there appears to be any significant effect of exports on either domestic prices 01 
domestic shortages.

In analyzing the Department of Commerce's determination whether to moni 
tor, it is important to recognize the effect that formal monitoring has on the in 
ternational market and the expense which needless formal monitoring imposes 
on the Department, the industries involved, and on society. Once formal monitor- 
Ing commences, a signal has been given to both domestic and foreign purchasers 
that the Department considers a problem to exist that could in the future Justify 
imposition of controls. This action in and of itself can be potentially disturbing 
to the market, forcing excess ordering and protective positioning, and thus 
should not be undertaken prematurely.

If a need for information exists, this can be obtained by the Department of 
Commerce through informal inquiries until such time as the Department de 
termines that a need for formal monitoring exists. Since the costs of monitoring 
can be significant, ^Tmal monitoring should not be undertaken at the whim of 
a particular Industr; 'jut should be utilized only with a fixed purpose in mind, 
a purpose which can. .ot be reached any other way. Present !nw provides such a 
clearly defined purpose and mandates monitoring when its criteria are met.

Tite imposition oi controls without appropriate consultations with concerned 
nations or the improper and ill-timed introduction of monitoring, can lead to 
retaliatory actions on the part of those adversely affected by the unilateral U.S. 
Government action. Thus, unilateral actions on the part of governments must 
be well "easoned and justified.

The Institute, accordingly, has on numerous occasions, most recently via par 
ticipation before the Special Trade Representative, recommended the concept 
of an international Code on Export Controls within the GATT. If nations agree 
to consultations and to a specific set of criteria, guidelines, and procedures so 
that actions necessary to the well-being of one nation can be undertaken without 
impinging unreasonably on the sovereignty of other nations, the role of stable 
international trade in reducing or relieving material crises will have grown 
tremendously.

The current act provides a mechanism where commodities which actually are 
in short supply may be monitored and then controlled by the Department of 
Commerce. The temptatior. nevertheless exists to attempt to use this Act as a 
form of price control. In a recent article in the Metal Market, the fact that 
export controls are sought solely to regulate price was reemphasized: None of 
the executives contacted expressed any concern about getting scrap. In 197i 
when prices were high, "there was never a scrap shortage,'' [an industry spokes 
man] recalled. . . . [The spokesman] said he thinks that eiport controls should 
be Imposed when scrap gets to a certain level, perhaps $100 p lr ton." [Am. Metal 
Market, 2/26/78 at 1.]

Utilization of the Export Administration Act to control price Is inappropriate 
and an improper form of export control.

STATEMENT OF BEBNABO LANDAU, PRESIDENT, INSTITUTE OF SCRAP IRON AND
STEEL, INC.

This statement is -nbmitted on behalf of the Institute of Scrap Iron and Steel. 
Inc. (ISIS), a national trade association representing approximately 1.250 
processors, brokers and dealers In the metallic scrap processing industry. Institute
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members process, ship or otherwise handle approximately 90% to 05% of the 
iron amd steel scrap purchased in the United States and handle equally impres 
sive percentages of the many other metallic solid waste materials which are 
recycled in our economy.

Over the past year and one-half, the ferrous scrap Industry has been the object 
of an intense and incessant lobbying campaign to impose or expand export con 
trols. Recently, this campaign has included attacks on the motives of the ferrous 
scrap Industry. The following statement will rebut these charges to the extent 
that they are relevant to this Subcommittee's consideration of possible revisions 
to the Export Administration Act. In addition, the statement contains suggested 
revisions of the Act. These amendments are based upon the ferrous scrap indus 
try's experience with the implementation of controls during the past year.

I. FEBROU8 BCBAP MARKET

In testimony before this Subcommittee in March, 1973, the Institute described 
the operation of the ferrous scrap market in some detail.1 Kather than repeat this 
discussion, the major points from that statement are summarized here and are 
supplemented by a description of developments which have occurred in the past 
year.

A. How the Ferrous Scrap Market Functions
The ferrous scrap processor is in a demand-derived industry. It is an industry 

in which the market functions in reverse of the traditional marketplace. Thus 
the saying, "scrap is bought, not sold."
1. How market prices for ferrous scrap are established

At any given time (domestic industry practice is generally monthly) major 
consumers (steel mills and foundries are the only significant consumers of 
scrap) advise the price they will pay for ferrous scrap and the tonnages they 
require for delivery in 30 days. The consumer establishes the market for ferrous 
scrap based on his needs and the price that he feels is adequate to cause that 
required tonnage to move to his plant, the need of competing consumers for scrap 
('n and out of his market area), his calculation as to ferrous scrap availability, 
etc.

After consumers have arrived at price and tonnage requirements, individual 
scrap processors must then calculate backwards these two factors in relationship 
to the cost of purchasing the unprepared scrap to fill the orders, and the processing 
and overhead costs, to determine if they can meet the needs and operate their 
businesses at a reasonable profit.

The scrap processor wi! ; adjust his buying prices of unprocessed ferrous 
scrap to collectors (and others) from whom he buys obsolete material, to reflect 
the prices established by consumers of prepared scrap.

All of this happens generally within a 30-day period and usually 12 times 
each year. Although the scrap processor is committed to operate a capital inten 
sive manufacturing plant year-round to prepare scrap, he generally has a commit 
ment for no more than 30 days as to the amount of scrap consumers will buy and 
the prices which they will offer for that scrap. Because the scrap Iron has no 
other utility than to oe remelted by steel mills and foundries, the scrap market is 
erratic and subject to sharp peaks and valleys based on the demands of these 
mills and foundries.

It should be noted that there are nearly 20 major regional markets for ferrous 
scrap listed by industry trade publications. The pric? of scrap Is not necessarily 
the same in these various; areas at any ore lime. Also, there are more than SO 
different grades of scrap, most of which are bought at different prices. Prices 
most often quoted are for No. 1 Heavy Melting S?rap—a bellwether grade for 
the industry. No. 1 Heavy Melting is considered one of the prime grades and 
therefore la higher in price than most other grades.
2. Buyer* of Scrap

Throughout 1973. steel mill operating rates were at or near capacity due to the 
tremendous demand for steel. Steel and foundry production records were broken, 
yet delivery delays for finished iron and steel were In many cases six months or

1 Hearings before the Subcommittee on International Tr»de of the House Banking and 
Currency Committee oc H.R. 5769 at 398-402 (1973).
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longer. There Is a shortage of finished iron and 8teel even with steel producers 
operating at capacity. This is due not to a shortage of scrap but to a deficiency 
in steelmaking capacity.

The record-breaking demand for steel caused the major steel producers—the 
integrated uiills who rely almost exclusively on iron ore as their purchased raw 
material for iron units—to enter the ferrous scrap market. Many of these mills 
had not purchased any ferrous scrap for some period of time, and others had 
purchased minimal amounts at hest, and as a matter of fact, many of these mills 
had bene constant sellers of "home scrap". However, with high operating rates, 
and blast furnaces (which reduce iron ore to hot metal for charging into the steel- 
making furnace) operating at capacity, the way to get additional iron units for 
furnace charging was to purchase ferrous scrap

This meant that in addition to the "regular" consumers of ferrous scrap there 
suddenly appeared substantial tonnage requirements by major integrated steel 
mills. In addition, numerous new electric furnaces (which use virtually 100 
percent scrap) went into operation during 1972-1973. As a result, purchase prices 
were increased by the "new" consumers to attract the tonnages of ferrous scrap 
they required. "Regular" customers responded by meeting or exceeding these 
prices and the spiral began.

With consumers offering higher prices for the scrap they needed, the scrap 
processor in turn was able to increase the prices he was paying for unprepared 
materials for processing in his plant. Because of higher prices being paid at all 
levels in the scrap cycle, a substantially incrtised amount ot prepared scrap 
was processed and shipped in 1973 by the scrap industry.

Despite the significant increaso in demand for Ita products in 1973. the scrap 
industry met the demnnd froji all consumers, and vill again in 1974 prove cap 
able of repeating that performance.

B. Types of Scrap
The collection of obsolete scrap cannot be turned on immediately as one would 

turn on a water faucet. The individual using his truck for some other purpose, 
may, when it is to his economic benefit, begin to bring scrap into the processing 
plant.

That Individual also remembers the last time there was a sharp increase in 
demand for scrap in 1970, which, after five to six months, decreased just us 
sharply, causing him to stop collecting scrap and to find another source of in 
come. He has been subjected to the "on and off" demand for scrap and considers 
that economic risk factor before entering the scrap collection system again.

It is dollars which attract this individual to collect and transport obsolete 
scrap. These come from the additional dollars ferrous scrap consumers are paying 
to scrap processors—in essence the processor passes dollars through to attract 
the additional unprepared material required.

For example, at $5.00 or $10.00 per ton, an auto hulk may not move from a 
rural area to a processing plant—it may not move from an urban urea at that 
price. However, at $30.00, $40.00 or $50.00 per ton, hulks are being transported 
hundreds of miles. Movement of obsolete strap is a function of price.

In the case of prepared Industrial and railroad scrap, the scrap company real 
izes little more than a nominal brokerage fee. The increase in the price of scrap 
was of benefit to the selling railroad, not the scrap processing industry. For ex 
ample, on March 13, 1972, scrap companies paid the railroad $4o.OO (j,»er gross 
ton) for scrap steel car wheels. On March 13, 1974, the price piii'J -j Lhe railroads 
for that same commodity was $163.00.

The same is basically true for generators of industrial scrap. They are real 
izing the income of current scrap prices.

Industrial scrap is the "leftovers" when new products are manufactured from 
steel. For example, when a fender is stamped out of a sheet the leftover portion 
is sold for scrap. This type of material is generally desired by scrap consumers be 
cause of UK known chemistry, and therefore will always move, even in depressed 
scrap markets. In a period of strong demand, the price for this type of material 
is bid up by consumers and tends to establish price levels for other grades of 
scrap.

The current reduction in production of anti.:: and home appliances has reduced 
the generation of industrial scrap from these plani.". which has been a contribut 
ing factor to higher scrap prices, as consumers hid the price no for the limited 
tonnages available from these sources.
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C. Critical Shortage of Railroad Gondola Freight Cart

More than two-thirds of thf scrap moved In the U.S. is transported by gondola 
cars—the type of freight car provided by the railroads for scrap service. At the 
present title, hundreds of thousands of tons of prepared ferrous scrap are sitting 
in ?rap processing plants because the railroads cannot provide sufficient gon 
dola cars to ship the material to consumers. In fact, the number of gondola cars 
has been declining steadily over the past 20 years, a situation which the govern 
ment and the railroads are aware of, but has been ignored. Orders placed for 
additional gondola cars declined from 3,083 in the first half of 1972 to '(07 during 
the first half of 1973, as compared to a total car building program of 51,644 cars, 
an increase more than double the same period in 1972.

Unfortunately, little scrap can be transported t>; the steel industry via trucks, 
but for good reason. Steel mills, which are huge installations, are set up to receive 
raw materials by rail delivery. Gondola cars average more than 50 tons of scrap 
per car. The maximum for trucks is generally 20 to 25 tons. Thus, there are sig 
nificant congestion and safety problems to consider. Also, scrap is generally 
unloaded directly from the rail car Into the steel making furnace.

The standard contractual agreement between the buyer of scrap and the scrap 
processor provides for cancellation of the order by the buyer, if the material is 
not delivered within the contractual period, usually 30 days. If the scrap proc 
essor is unable to get railroad cars to ship his material within the contractual 
period, the consumer can simply cancel the eomract. Why would a scrap processor 
knowingly stock up on large amounts of unprepared materials for future sales 
under the event present threat of prompt cancellation of his orders for processed 
materials in the 30-day period? Therefore, the constant critical shortage of gon 
dola cars has not only been a major contributor to erratic geographical materials 
dislocation, it has also inhibited future sales of processed scrap by the individual 
scrap company.

D. Shortage of Metallurgical Coal for Steelmaking
Increased doir.estic steel production, exports and the recent coal miners strike 

have created a shortage of metallurgical coal which caused major integrated 
steel producers to cut back blast furnace operation. Since this means that hot 
mstal production will be cut back, addition?! iron units come from scrap. Accord 
ing to IRON AGE (3-25-74) "Stocks of coke were down to 7.5 days supply—com 
pared to more than 18 days supply a year earlier. For spot coal, buyers were pay 
ing up to $35 a ton, or seven times more than the price of a few years ago. 
Imported metallurgical coke was bringing $85 a ton—w'len available."

II. FERlTOUS SCRAP PBICE8 EFFECT ON ENVIBONMENTAL QUALITY

The strong demand for ferrous scrap and resulting price levels is having a 
positive effect on the nation's environment. Abandoned and junk cars, obsolete 
farm machinery and other types of metallics which can be seen cluttering the 
nation's streets and countryside are finding their way to scrap processing plants. 
The Institute has maintained for years that when the economics are right, metal 
lic solid waste such as jur.k cars, will move to scrap processing plants. As a result, 
the tremendous backlog of obsolete ferrous scrap (estimated to be 750 million 
tons by the Battelle Memorial Institute in 1969) can be manufactured into man- 
made resources for remelting by steel mills and foundries. Because of current 
price levels for scrap, this huge accumulation of obsolescent metallics scattered 
throughout the United States is beginning to be reduced.

HI. DEVELOPMENT OF FEBEOUS SCBAF EXPORT MABKET

The export of ferrous scrap from the United States developed because the 
domestic consuming industries would not purchase all of the scrap iron that was 
available and other countries of the world needed this raw material.

The first occurrence of international demand was In the early 1920's. Since the 
United States was (and remains) a scrap surplus nation, trade was undertaken.

Although the tonnages cannot be compared to more recent times, the historical 
relationship of domestic needs for iron and steel scrap and the scrap processing 
industry's ability to prot-ess and ship scrap are matters of record. Since there are 
only two domestic industries which consume significant volues of ferrous scrap— 
the foundry industry and the steel industry—expor,., by necessity, provided a 
third market for scrap Iron which could not be used in this country.
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Even though the scrap processor then and now would prefer to nave his product 
purchased domestically, U.S. consumers of ferrous scrap, heavily tied to owned 
or controlled virgin materials, did not choose to use the scrap available. Other 
nations of the world had a need for scrap, which scrap w«s not wanted by U.S. 
consumers, and to survive as an industry, the scrap processor had no alternative 
but to enter the international market.

The exportation of iron and steel scrap began to reach more substantial ton 
nages in the mid-1950's. Again, it was a case of supply and demand—an excess 
of supply of scrap in the U.S. and a need for scrap by other nations of the world. 

In the late 1950"s and early 1960'g. with the Introduction of the basic oxygen 
furnace process of steelmaking, the domestic steel industry's need for purchased 
scrap further declined. Whereas the open hearth furnace required 40% to 50% 
scrap, the BOF used 25% to 30% scrap, most of which originated in the mill as 
Hhome scrap".

In 1956, domestic consumers purchased a then record 36.8-milllon net tons of 
iron and steel scrap; 6.3-million net tons were exported. It was not until 1969, 
13 years later, that the domestic consumers purchased more scrap than in 1956 
and that was only by 100,000 net tons. Raw steel production increased from 115- 
mllllon net tons in 1956 to 141-mlllion net tons in 1969.

It was during these years that the American scrap industry was able to survive, 
although many firms went out of business, because of the foreign demand for 
iron and steel scrap. In fact, if it were not for these years of export trade, the 
scrap industry today would not be prepared to meet the needs of even its domestic 
customers.

It should also be noted that in 1956, iron ore Imported jumped from 26-mlllion 
net tons in 1955 to 34-milllon net tons, reaching a peak of more than 50-mlllion 
net tons for the years 1965, 1966 and 1967 before declining to 46-milllon net tons 
in 1969.

What the scrap industry witnessed in those years was a definite drop in the 
domestic consumers' desire to purchase their product, a dramatic increase in the 
imports of iron ore and a need to cultivate world markets for ferrous scrap in 
order to stay in business.

It is most interesting that at no time during those years, did the scrap iron 
industry ask to curtail imports of Iron ore to protect the domestic scrap industry. 
The Government was never asked to force the domestic steelmakers to rely first 
on scrap generated by the U.S. aud only then to allow the importation of iron ore. 

The tremendous tonnages of iron and steel scrap that accumulated In the form 
of obsolete automobiles alone was visable recognition of the metallic solid waste 
problems this country faced in the late 1950's and 1960's because there was a 
limited domestic market for the processed material. The scrap processing indus 
try, has by necessity, thus been forced to rely on a foreign market for its surplus 
scrap—which, if not recycled, undermines our efforts to achieve environmental 
quality.

And it Is important to stress that the scrap Industry prefers to sell its material 
to domestic users. This economic rationale may not l>e apparent. The shipper 
of scrap domestically is faced with fewer credit, shipping and liability problems 
in contrast to the magnified difficulties in each of these areas when foreign trade 
is involved.

(i) The average rail shipment is a car of 50 to 55 tons (even multiple car 
shipments amount to only 500 to 1,000 tons) whereas the typical ocean 
going ship today Is 20,000 to 25,000 tons of carrying capacity. The costs 
of capital involved in the gathering, processing, and concentration of 
such volumes is immense as Is the storage problem and scheduling re 
quired to insure tha tthe material Is dockslde when the vessel arrives. 

(11) The paperwork and documentation necessary to export is infinitely more
complex than the simple bill of lading to ship to a domestic user, 

(iii) Credit is more readily established in this country than In foreign
transactions.

(iv) Inspection of the material sold (all scrap sales are subject to receivers' 
weight and Inspection) occurs thousands of miles away where little 
can be done, In contrast to the domestic scene where the inspection 
may occur near the origin.

(v) Vagaries of the sea, including the possibility of late ship arrival or de 
parture, delayed loading, etc., each of which In very expensive in terms 
of demurrage ($3,000 per day ship is not unusual) adds further haz 
ards to the foreign trade area.
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The recognition that the risks of trading overseas are greatly magnified has 

not stopped the export trade of scrap from this country The reason for this is that 
the absence of viable domestic markets has required the development and main 
tenance of foreign markets to preserve the domestic scrap processing industry. 
In the absence of foreign demand, the scrap industry would be further atrophied 
and unable to perform as desired by the domestic consumers.

Moreover, like any buyers, foreign consumers have a right to rely on the stabil 
ity of their supply sources. They cannot be expected to provide a market when 
the exporter needs It and to rely on other sources when the "fair-weather buyers" 
of the exporter suddenly find it to their advantage again to enter the scrap mar 
ket. The capriciousness of suggestions to embargo ferrous scrap would seriously 
harm this market throughout the world. This is particularly true when such a 
policy can affect the future size and breadth of the foreign market. If foreign 
steelmakers become convinced that they will be unable to secure ferrous scrap 
on a regular basis, this will affect their long-term planning, causing them to be 
come more committed to iron ore intensive facilities than otherwise would be the 
case.

World trade is not something that can be turned on and off; one custon.er is 
a valued asset that is not exploitable at the whim and fancy of other customers. 
The domestic steel industry is supplying first and primarily those customers who 
have remained loyal to the domestic steel producers during the fast years of 
low steel demand and only then is it considering the orders of those customers 
who had strayed from their doora The scrap industry is not setting such prior 
ities ; the scrap industry has met, is meeting and will continue to meet the needs 
of its domestic and foreign consumers. All that is asked is that the industry be 
permitted to produce and sell to all of its customers.

IV. SUPPLY OF FERROH8 SCRAP

Much of the debate concerning the appropriateness of export controls with 
respect to ferrous scrap has centered on the question of whether this scrap was 
in short supply. Ferrous scrap was not in short supply in 1973, as evidenced by 
the ability of the scrap processing industry to meet an estimated demand of pos 
sibly as much as 60-mlllion tons; nor is it in short supply today, as evidenced 
by the fact that obsolete scrape continues to pour into scrap processing yards. In 
addition, the steel and foundry industries are showing by their actions at the 
present time that no shortage exists. Cancellations of orders novr ore occurring. 
Clearly, a purchaser who believes a commodity to be in short supply does not 
cancel an order unless he believes that supply is in excess of total demand.

Undoubtedly, the greatest deficiency In the present analysis of the ferrous 
scrap market is the availability of fully reliable data on the supply of ferrous 
scrap currently available for recycling. The Battelle Memorial Institute has 
estimated that 750-mlllion tons of ferrous scrap has been discarded in the past 
and is theoretically available for recycling. In addition, Battelle estimates that 
only 60% of the ferrous scrap annually available for recycling was actually 
being recycled. The steel industry disputes these figures by arguing that much 
of this scrap cannot "economically" be recycled. Without becoming embroiled in 
a controversy as to the meaning of "economically recycled", it la clear that major 
sources of obsolete scrap have not been recycled to the extent of their potential, 
as the Battelle study and the accelerated flow of unprocessed scrap indicate.

V. EXPORT ADMINISTRATION ACT EXTENSION

The preceding extensive discussion of the specifics of the ferrous scrap Industry 
has been necessary because of the vehement campaign for export controls on 
scrap iron being waged hy the steel and foundry industries. Hopefully, the pre 
ceding discussion has served to place the numerous allegations in proper perspec 
tive. With this perspective In mind, attention now can be focused on toe various 
proposals to amend the Export Administration Act. In summary, ISIS acknowl 
edges the need for some form of export control authority to protect U.S. national 
security, foreign policy interests, and U.S. supplies of goods which actually are 
in short supply. The Institute's experience with export controls during the past 
nine months suggest to it, however, that certain procedural safeguards are desir 
able to protect the interests of exporters both during the period when imposition 
of centre's is under consideration as well as in the period after the Department 
of Commerce has determined to impose controls. Finally, ISIS supports proposal* 
by Senators Mondale and Ribicoff to authorize the use of retaliatory export 
controls against countries embargoing exports to the United States and suggest* 
some technical modifications to this proposal.
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A. Policy Contideratiom

The Institute's concern with the Export Administration Act involves only the 
short supply controls and the following comments are directed only to this aspect 
of the existing legislation. In evaluating the short supply controls in the 1969 
Act, a number of policy considerations must be borue In mind. First, experience 
over the past year has shown that the Department of Commerce has the ability 
to impose controls when it determines them to be appropriate. No need exists for 
expansion of the Commerce Department's legal authority to Impose controls.

Second, export control legislation always has dealt with the Imposition of 
controls in general terms without attempting to single out any Industry for Con 
gressional y-imposed controls. The reasons for such an approach are obvious. 
Congressional action with respect to a specific commodity would of necessity 
force Congress to make a determination with -espect to serious factual disputes. 
Under these circumstances, imposition of contiols would be special-interest legis 
lation dependent primarily on the number of legislators which that interest 
group could contact to present one side of the dispute. No adequate forum within 
Congress exists to afford all members the opportunity to hear all sides at any 
moment. No right to cross examine asseWlons of the party pressing for controls 
exists in this situation. Because of all of these difficulties, the quasi-judicial 
determination of whether to impose controls has been left to the Department of 
Commerce under past export control legislation. This approach should be fol 
lowed by the Congress in extending export control authority'

Third, export controls have a harmful effect on the U.'S. balance of trade 
since they reduce U.S. export receipts, A total embargo on ferrous scrap exports 
would have a negative effect on the U.S. balance of trade of almost $850,000,000. 
In fact, the negative balance of payments of more than $500,000,000 in 1973 
resulting from iron ore imports are offset by the export of scrap iron. Steel 
industry statistics concerning imports of finished steel are irrelevant to the 
discussion of the balance of trade Impact of a scrap embargo since these finished 
steel imports will occur regardless of a scrap embiugo. The domestic steel 
industry admittedly cannot meet present demand and thus foreign steel im 
ports will continue to flow into the U.S. without regard to ferrous scrap ex 
ports. The effect of a scrap embargo on the U.S. trade balance, thus, clearly is 
negative.

It is important to note that admitted shortages of metallurgical coal and 
finished steel exist, yet the Department of Commerce has not seen fit to impose 
export controls on either of these items. Why should ^he scrap industry, a small 
relatively insignificant segment of the U.S. eccr>on.., he singled out for export 
controls? The obvious answer is that these controls are sought for the self- 
serving interests of the American steel and foundry industries.

Finally, it should be noted that the steel and fc ndry industries are not sug 
gesting that any export sale lost because of exp, t controls will be offset bj 
Increasing domestic consumption. What these industries suggest Is that export 
sales of ferrous scrap be reduced or eliminated so that they can benefit even fur 
ther from present high demand levels. Such a policy in fact simply assures that 
ferrous materials which would have been recycled but for the export controls will 
become part of the solid waste problem in the United States.*

B. Suggested Revisions to the Export Administration Act
1. Procedural Safeguards

Experience with export controls on ferrous scrap over the past nine months 
has led the Institute to the conclusion that further procedural safeguards with 
respect to short supply controls should be included in the Act. These additional 
procedural protections are especially appropriate at a time when the world 
economic system moves into a period when many raw materials are reported 
to be in short supply.

Export embargoes can have disrupting and potentially harmful effects on 
U.S. firms which traditionally have engaged in international trade. Govern-

«Bills providing for specific quotas or embargoes, such as H.R. 13763, H.R. 12293 and 
R.K. 12249. thus, sbonld ne rejected bv the Subcommittee.

1 A trigger mechanism device developed by the steel Industry would have reduced the total 
scrap actually processed during the four-year period from 1969 tbropeh 1973 by approxi 
mately 14-mllllon net tons. This Is a loss to the economy of between f 700-mlllton to ll-bll- 
llon. Such legislation, thus, clearly Is designed only to benefit the steel and foundry Indus 
tries, not to Insure maximum recycling.
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mental action capable of such consequences should be undertaken only after 
the parties involved have had a reasonable opportunity to present their posi 
tion. In addition, this action should be based upon an administrative record 
and should be subject to judicial review.

The Department of Commerce has sought to secure the information necessary 
for it to make its decision through informal technical advisory committee meet 
ings. These meetings proved useful, but it would have been fairer to the parties 
involved if the decision actually to impose controls had been taken after a full 
evidentiary hearing where all parties were subject to cross-examination. Such a 
procedure is particularly applicable for a material such as ferrous scrap where 
a serious factual dispute has arisen as to whether a shortage in fact exists. In 
fact, a requirement should be added that the Department of Commerce prepare 
for review a supply situation study prior to considering imposition of export 
contrcls on any commodity.

In addition, judicial review of the short supply determination should be 
included in the Act. At the present time, the Secretary of Commerce's actions 
are exempted from the administrative procedure and judicial review provision? 
of the Administrative Procedure Act. 4 An exemption from formal procedural and 
judicial review requirements clearly is warranted for national security or for 
eign policy controls, but is unnecessary when the only issue involved concerns 
short supply controls. Section ',' of the Export Administration Act, thus, should 
be revised to remove short supply controls from the exemption provisions.
2. Retaliatory Export Controls

A number of proposals to grant authority for retaliatory export controls have 
received considerable attention lately, prompted in large part by the recent oil 
embargo. Senators Mond 'le and Ribicoff have proposed inclusion of such coun 
ter-embargo authority in the Trade Reform Act;' Senator Childs has proposed 
its inclusion in the Export Administration Act;' and the Administration has 
suggested that existing law gives it sufficient authority to impose retaliatory 
controls if it deems them advisable.'7 The Mondale proposal also would authorize 
the negotiation of an international agreement regulating the resort to export 
controls.

These proposals appear desirable and should be included in the Export Ad 
ministration Act. Existing proposals should be modified, however, to provide 
more specific criteria as to when these retaliatory measures can be imposed.8 
The procedural safeguards discussed in Section V.B.I, of this statement also 
should be extended to retaliatory export controls.
3. Commerce Department Proposals for Administration of Short Supply Export 

Controls
The Administration proposals for amendment of the Export Administration 

Act, H.R. 13840, include a provision authorizing the President to effectuate the 
policy of the Act by "whatever method of regulation he deems most appropriate, 
including, but not limited to, the imposition of an export fee or the auction of 
export licenses."

This proposal appears to be both unconstitutional and undesirable. Article I, 
Section 9 of the Constitution provides that: "no tax or duty shall be laid on 
articles exported from any state." Pursuant to the Export clause taxes have been 
struck down on foreign bills of lading,* charter parties,10 and marine insurance 
policies.11 The dicta in the cases indicates that the Constitution bans all forms 
of taxes on exports from the United States. For example, in Fairbanks v. United 
States u the Supreme Court stated:

4 50 U.S.C. App. I 2407.
5 See Congressional Record, December 3,1973 at S21983-5. 
« S. 3030.
7 Testimony of Secretary Dent before the Senate Banking, Housing and Urban Affairs 

Committee on April 5. 1974.
• One proposal for such criteria would permit counter-embargoes only after a determina 

tion has been made that their imposition will not have significant, adverse economic, social 
or environmental consequences within tte United States, and only If the foreign action pre 
cipitating the United States controls has had a significant tfkct on United States economic 
or foreign policy Interests. This proposal also suggests that the legislation include a provi 
sion similar to 8 203 of the Trade Reform Art which establishes a preferred order of Import 
relief measures requiring the President to consider increased tariffs or quotas on Imports from the offending country before resorting to export controls.

• Faiibanki v. United States, 181 U.S. 283 (1901).
10 United States v. Hvoelet, 237 U.S. 1 (1915).
« Thamet rf llerteu Marine Int. Co. v. United Stutet, 23T U.S. 1» (1915).
« Fairbanks v. United Statel, 181 U.S. 283 (1901).
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"The requirement of the Constitution Is that exports should be free from any 
governmental burdens ... In like maner, the freedom of exportation being 
guaranteed by the Constitution, it cannot be disturbed by any form of legislation 
which burdens that exportation. The form In which the burden is imposed cannot 
vary the substance."

Soue have argued that the intent of the framers was to ban only those taxes 
on exports that are designed to raise revenues, and that, therefore, the proposed 
auction of export licenses is constitutional. This Interpretation of the export 
clause is based on a misreading of the events surrounding the adoption of the 
clause at the Constitutional Convention. At the Convention, the delegates voted 
down an amendment which would l:sve banned only those export duties im 
posed "for the purpose of revenue " " Moreover, the delegates rejected an amend 
ment that would have permitted export taxes if approved by a two-thirds majority 
In both chambers of Congress." In rejecting both these amendments, the dele 
gates to the ConftJtutional Convention were expressing their view that the export

•Mle of the United States should not be burdened In any way by government 
taxation. Accordingly, the imposition of export fees or the auction of export 
licenses would seem vo be clearly unconstitutional, and permissible only if the 
Constitution were first amended to permit export taxes.

An auction system would be both unfair to established exporters and would 
cause serious market disruptions. While certainly not without some drawbacks, 
the historical pattern is probably the fairest allocation system now known since 
it assures th&t existing exporters will be permitted to continue their normal 
trade relationships. The only problems with this approach come with respect to 
newcomers to the market or with the historical period chosen. These two prob 
lems can easily be handled by setting aside a portion of the total export quota 
f or hart?«uip sitn'tlons.

Moreover, an au" Jon might permit a highly organized trading system operated 
by foreign nationals to corner the U.S. export market in a particular commodity 
to the exclusion of the U.S. firms and to the detriment of U.S. foreign policy 
Interests generally.

V. 8U1CMABY

In summary, the Institute of Scrap Iron and Steel, Inc., recommends that the 
Export Administration Act be extended in its present form without any refer 
ence to specific commodities and with certain additional procedural safeguards. 
Limited authority to Impose retaliatory export controls should be granted to 
the Executive Branch, but authority to administer export controls through a fee 
or auction system should not be granted.

"Farr&nd. The kfoordt of the Federal Convtntion ot 1181, 363 (1937). And see "Note: 
Conttltutlonallty of Export Controls". 76 Yale L.J. 202 (1066).

11 See "Note : Co^Btltutlonallty of Export Controls", ivpra, note B at 2O3.
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Till* it ihe firtt in a aerie i of 
occuionil position ctatrment* from 
public and private serlor "partneri" 
involved in resource recovery. By pab- 
tiihinf ihete potitions-some of which 
may be controvtrml-it ii hoped (hit 
iwies that night affect rriourcc recov 
ery can be better understood and. 
thereby, rrtohrcd. These individual po 
t-it ion*, therefore, will not necessarily 
reflect those of ihr National Center.

T he American scrap processing 
industry find* itself in a some 

what unusual situation at the I'nned 
Stairs attempts to address the problem 
ol 101 id w,*ite and the opportunities to 
recover additional rriuurcri.

Strap processors arc businessmen, 
trorn oh x>lete, worn-out, damaged 
and discarded metallics, and from the 
"IcftoveTi" which otruf .n making 
new metal products (industrial scrap), 
they manufacture a product - a man- 
made resource called scrap. Although 
most industrialist! operate their plants 
within the confines of walls and roofs, 
the scrap processor generally produces 
hi) product in an open air factory

Krom rather umpliiui origins, ihis 
mull i billion dollar industry has 
evolved within the private ureter of 
the American business community.

Traditionally. aiipotmit of to lid 
waste has been j function and respon 
sibility of the public sector -Rovem- 
ment. tveryone generates garbage *nd 
traah and everyone wants to gel rid of 
it. Yesterday's garbage create even 
less excitement than yesterday's news 
paper which, parenthetically, is gen 
erally pan of the garbage. It has 
become t i American way of life-

when you finuh with «j me thing, 
dump it.

Today, t he pressing question is 
where and how. We are running out of 
spa , and we also want our garbage 
handled in an environmentally ar 
cepted manner. Moreover, there is 
growing concern about potential and 
real shortages of energy and minerals, 
and a detj-e to use, tn the extent 
possible, what we have in excess - 
garbage to derive what we need- 
energy and minerals.

The realitv of our dilemma cannot 
be ignored by either the public c.r 
private sectors of our society.

As with most industries, scrap pro 
cessors Kave experienced good years 
and bad years. From the late 1950s 
through the early '70s, the industry 
was generally in a depressed state it.,. 
the question was often asked whether 
scrap processors would survive (and 
many did not).

The two basic sources of scrap in 
which the processing industry deals are 
industrial scrap and obsolete scrap. 
Availability of industrial scrap is tied 
directly lo the operating levns -A the 
metal fabricating industries, Kor exam 
pk, when new car sales are down and 
auto production slump*, the amount 
of scrap generated in thai industry also 
dips. However, because industrial scrap 
is "new" iiiaterial, of known chemical 
composition and metallurgical proper 
ties, (rut which is availablt will move 
lo consumer*, even when scrap de 
mand is off.

There is also a less obvious reason 
why industrial scrap t.iusi move. The 
various metal working industries which 
generate scrap *re not in ousinen for 
the purpose <-' telling srrap -scrap is a 
by-product of their manufacturing 
process. These firms recogr. ize that 
their scrap has value, but ttey also

10- _NCflR BULLETIN



377

The Need for Expanded Markets

recogni/c that they must continuously 
move it out of thru plants or they wilt 
soon jeopardize production of iheo 
prime product.

In *omr respects there is ^ simi 
larity between the manufacturing hrm 
which generates srr-ip as i by product 
and the munic ipdin v m which a re 
source recovery facility operates as a 
means of handling municipal reluse, 
unie m Ui'l 11 case*, the ^lulling u tap 
is serondar\ to he iinruipal objeilive,

I lu we iet, while there iv gencralK a 
buvrr lor industrial scrap regardless ul 
market demand, ihe secondary or ob 
solete grjdes dfc the ha/dcst hit when 
•nrr.il! srrjp demand falls and ^rr rhr 
tint to be reduced or omiuec' from 
consumer purchase orders.

Ihi* clearly doe* ,not stop ihe gen 
erjtion or j variability of obsolete 
me tallies which tSe industry could 
process into grade* of scrap and has 
resulted n significant periodic accum 
ulations and a ferrous scrap reservoir 
estimated to be in excess of one billion 
ions.

Ihe I'mted States u a strap surpl is 
nation, generally far more scrap than 
domestic steel mills and foundries pur- 
chaw.

Ihrce basic possibilities e>,ist for 
the new material bcmn generated Irom 
rejourir recovery facilities: (I) market 
denial or resistance; U') market accept 
ance as a direct substitute for scrap 
currently being purchased. (:i) accept 
ance m new or expanded markets 
whuh do not displace scrap presently 
being rctyt led. but increase the na 
lion'i overall recycling rate.

Members of the Institute of Scrap 
Iron and Steel believe in recycling and 
they believe in free enterprise, a mar 
ketplace in which the forces of supply 
and demand function and the oppor 
tune y ex Jts for equitable compel i

lion. Scrap processors will not accept 
the first two possibilities as ."ealislic 
options,

It ii the Institute's opinion that 
nurkeli for iron and steel scrap would 
increase if scrap were allowed to com 
pete on an equal fooling with iron ore 
in any of its many forms; iron ore it 
the prmupal raw material m (he mak 
ing of new iron and steel. However, as 
an example, inequitable freight rates 
j id tax policies tip the scales in 
marked uvoi of the virgin commodity.

!ho m.balame has a direct impact, 
for example, on investment decisions 
being made by iron and steel pro 
ducers ^ letncr capital for addu, u .,al 
pr munition capacity will be directed to 
ore intense *• icrap-aniemive melting 
fur- . ci. Both ihe freight rate and tax 
advantages available to iron ore pro 
vide ore with a significant economic 
p)u*.

Pie method by which ore and scrap 
aie purchased differ greatly. Long 
term arrangements are standard for 
iron ore, but in the case of ferrous 
scrap, the genet a I procedure u for 
consumers to post, on a monthly bans. 
;,,nnage requirements by grade (there 
are nearly 80 grades of it on and Heel 
scrap) and the amount which wil! be 
paid by grade for delivery within 30 
days. Duiing the record demand per 
iod of 1974 therr were consumers who 
had not purc.^sed snap for years. 
suddenly buying targe tonnages of 
scrap (also on 30-day contracts). 
During ihe 1975 doldrums, there were 
regular consumers oi scrap who did 
not buy a (Xiund of scrap for months 
at a time. This type of buying practice 
results m the erratic market which has 
long characterized the scrap iron 
industry.

According to preliminary figures 
published bv the U.S. Bureau of

Mines, purchases of (crap by domestic 
steel mills and foundries in 1975 to 
taled 37.1 million net toni, a 14.2 
million net ton decrease from 1974. A 
2H percent drop in demand means a 
lot of scrap available, but not recycled.

The price of scrap also dropped 
sh*rply in 1975 relative to 1974. T>e 
Ircn Aft composite price for No. I 
Heavy Melting 3teel Scrap fell from an 
annual average of $108.^1 to an 
estimated $71.73, or 34 pcrtcni. The 
No. '2 Bundle composite dropped from 
$->8.03to$44.95,or 23 percent.

And while scrap purchuri and 
prices were plummet ing through?'.it 
1975. the Iron Age finished steel 
composite price increased from an 
annual average of 11.141 rents per 
pound in 1974 to 13.102 cents per 
pound in 1975 -» 15 percent increase.

Moreover, while there were sharp 
drops in market indicators for scrap 
iron, domeitic production of iron ore. 
according to the Bureau of Mines, wju 
off only about 3.0 percer.t. The Bur 
eau also reports that iron ore price i, 
which rose sharply in 1974, continued 
this trend but "rote only slightly in 
1975." Imports of iron ore decreased 
only 2.0 percent from the record 53.8 
million net tons in 1974. The reason 
imports held up strongly wj; that 
"consumers replenished stocks de 
pleted during the stiong demand of 
the previous two yean," the Bureau 
stated.

What di- s this hav* to do with 
resource recovery?

Iron and steel icrap, at substantially 
lowe- prices, "went begging" in 1975, 
while ore prices increased and nrar 
record ore tonnages were imported, 
with only a modest decline in domes' 
tic ore production, as "consumers re- 
pleniihed stocks."

If resource recovery- in particular
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the ret \clingut ferrous metallic* is lo 
be successful m I he I'nned Mates, 
irutkets (or > t rap must t \pjnd.

1l is. i>r ihould be. ofouuus that 
wrap processors have a linjnual com 
mument f resource recovery. Ihc 
capital mM-Mnxni in prun'ismg »i;d

m-tikeiplate. ["he scrap industry will

oui government lunds, but contribute 
lo gmernmeni receipts with increased

lodihtationi of strap induitry

Is the ob|ec l

dollar lib*

protect thai investment, he thai the t al rjte of

t[itjl innovations. Ihey are inno\« 
bnr»K responsible in the main lu

1 1 h4i btfn projected ihjc more 

mjlcruli Mill be ncnrr-m-il by fnourct
. If t

fondling strap in their plants.
But. the thought ol government

1926 Spetifiiilioni art certainly im 
(Kjruni, but, in the experience of the 
str^p m<luit.y, [hey do not »efm to 
maintain mjrketi. Again, wiinen thr 
ycjr 1975.

And v>. for the strip processing

tan be prote*ied and shipped by scrap 
processors today from traditional 
jour in, how will I here be ma/ ken for 
thr additional metallic* from resource 
recovery systems?

In summary, the icrap industry haj

• processing rqutpmcnt for re-

s a valid prurction. then the q 
Tiusl bf dikfd: how and whe 
;hese materials be used 1

[bere is no qufJtion itut ihe>

ill

concept of private indufirv in general, 
I"hu i* especially true when the p<>ji 
biht> exists that the strap which is 
handled by the mduttrv today will be 
replaced by strap from a government 
financed system wnh no overall m- 
ireaie in ibr re« \clmg rale onk 
lubstuuiion of one fyjje ol scrap for 
another. There is no economic ra 
lionale or just if icaiiun for ^ovrrnment 
to spend puhl:< money to increase the 
supply ol met a I IK s not being ret \iled 
when nu^ernment ii unable or unwil 
ling 10 tlulixe ^tv» wtncli touid '--. 

pand markets for recv i l.d)!es and make 
suib public invest me n< unnfcessary

lo expect the scrap pnurssoi lo

recovery Ucility lor which the pro 
cessor has no market is wrong, l-or a 
strap toniumer TO buy material direct

would not be purchased from a icrap 
procrsior is equally wrong.

What is rinhi is for government to

signifi! ant indications from consumed 
ot iron and steel scrap that more will 
be used. If such a commitment to 
increased trading of metallic* was 
prevalent, there was not the slightest 
evidence of it in the 1975 scrap 
marketplace. Had any such indication 
been present, consumers would ha%e 
been melting more strap and/or laying 
inventories al prices averaging 30 per 
cent leu than 1974. Instead, 52.6

imported at prices higher than 1974 
lever. I'.S. dollars were being ex 
ported to import iron ore, while mil- 
lif--, of 'on* of recyclable scrap were 
left to accumulate for lack of markets 
(and that without the six million toni 
trom resource recovery operations).

Much has been written and said 
about the need for specification* for 
materials originating from solid watlr

is a valid concern. Net, the thought 
thai a »et of specifications will open 
markets seems somewhat naive, hor-

approach to resource recovery:
• fhere n an urgent need for re- 

i ov er\ of recyclable commodities 
from the waste it ream, regafdlesi 
of where they originate;

• lo achieve this goal will require 
expanded markets for recyclable 
com modi ties and i lesser de 
pendence on finite virgin re 
sources;

• lo recycle tin cans from muni 
cipal solid waste in place, Tor 
example, o. presc.itty recycling 
junk automnhiln should not be 
construed as a breakthrough in

toiily and ineffective subititu 
non within the limited recycling 
presently occurring, with no net 
gain for the nalion;

• lax and olhei legal inequities 
that diiion the competitive rela 
tionship between virgin and 
setondary materials should be 
eliminated by federal jnd Hale 
governments; and

• Private enterprise should not be 
threatened by the unn»^ssary 
encroachment of the public or 
quasi-public sector. W
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Mr. MARCUSS, Thank you, Mr. Shapiro.
I think we will go to Mr. Pfeifer directly now.

STATEMENT OF EDMUND PFEITEH, BEPBESENTING AMEBICAN 
IKON AND STEEL INSTITUTE, ACCOMPANIED BY JAKES P. 
COLLDTS
Mr. PFEEFER. I am Edmund Pfeifer, director of purchases and traf 

fic, Lukens Steel Co., and I have been asked to testify on behalf of the 
Committee on Critical Materials Supply of the American Iron and 
Steel Institute. We appreciate this opportunity to express our views 
on S. 3084, a bill to extend the Export Administration Act of 1969. 
Accompanying me is Mr. James Collins, senior vice president of the 
American Iron and Steel Institute.

I'd like to state at the outset that we appreciate the opportunity to 
express our views on this Senate bill 3084 and want to indicate that we 
fully support an extension of the short supply provisions of the act as 
amended.

Now if we look ahead, the world steel production capacity is ex 
pected to rise at least 40 percent in the next decade. This will produce 
unprecedented requirements for ferrous metallics iu order to meet 
the world production and in order to satisfy increased world steel 
demand in the 1980's. It will create unprecedented requirements for 
ferrous scrap on a worldwide basis. In the U.S. purchased ferrous 
scrap currently accounts for about 25 percent of the combined con 
sumption of pig iron and scrap per ton of finished steel. It is one of 
the steel industry's most essential raw materials.

Now the United States is the only major exporter to the worlcl of 
ferrous scrap. Member nations of the European Iron and Steel Com 
munity and Japan routinely limit ferrous scrap exports to minimum 
quantities. The steel industry does not anticipate that the supply of 
obsolete scrap in the United States can be recovered sufficiently to 
meet the simultaneous peak demand for steel in the United States and 
other countries.

The steel industry haii recommended that trade negotiations on fer 
rous scrap be undertaken on the potential problems which may arise 
resulting from world access to the U.S. scrap supply, the only such 
source available. It has also recommended that a study of the potential 
increase in world ferrous scrap demand, and the potential sources of 
supply worldwide, be conducted by the General Agreement on Tariffs 
and Trade within the context of the Multilateral Trade Negotiations. 
TTe objective is to determine the potential gap between the supply of 
and demand for purchased ferrous scrap which may exist in future 
periods of peak world steel demand.

Now this is further supplemented by no less than six studies which 
an> currently going on, three in this country, and three internationally, 
on the total scrap problem. It shows that many people are concerned.

A demand for scrap worldwide declined in 1975 as the worldwide 
business downturn affected the world steel industry. Domestic con 
sumption of purchased scrap fell by an estir sated 28.3 percent in 1975, 
to about 37 million tons. Foreign purchases, which were limited to 8.7 
million tor"- <~ 1974 under U.S. export controls, rose in 1975 to 9.6 
million ne a surprising increase of 10.3 percent in a year of low 
world de; xor steel.

69-301) O - 7b - 25



380

The important point indicated here is that this distributional last 
year, this increase of 10 percent, went to developing nations and that 
the steel industry, particularly those with electric furnace capacity, 
this should tell us that in the future we are not only going to have the 
industrialized nations to satisfy but a iso this greatly increased demand 
for electric furnace capacity.

Scrap prices have again started an upswing in conjunction with the 
current general economic upturn. Prices of scrap from the beginning of 
this year have risen 32 percent, and a 43-percent gain has been regis 
tered since last November. Accordingly, the steel industry believes 
that ferrous scrap problem is likely to recur, the time spent for recur 
rence dependent upon the speed with which the world steel industry 
returns to higher levels of production. The steel industry recommends 
that prior to the development of a new crisis, consultations on ferrous 
scrap commence within the framework of the MTN to achieve a 
longer term objective, namely to identify the scope of the future fer 
rous scrap supply problem, and to study potential longer term solu 
tions. Nationals will continue to act under their national or bloc short 
supply statutes, to alleviate domestic short supply problems. But this 
does not solve these problems over the long term, nor alleviate interna 
tional frictions associated with the use of these statutes.

It would be shortsighted for foreign users of U.S. fe.-rous scrap to 
plan new production facilities based upon unlimited future access to 
U.S. ferrous scrap supplies when the U.S. ferrous scrap supply/ 
demand balance may preclude or limit such access. It would be derelict 
of U.S. negotiators not to raise this issue in the MTN, as a problem 
whose possible solution is in the longer term interest of foreign users. 

Given the major and in our judgment near-term potential for future 
scrap shortages, ferrous scrap should qualify for monitoring under 
the criteria in the Export Administration Act. It should ba noted that 
such a monitoring program would require analysis of the impact on 
the economy and on world trade of shortages or increased prices for 
articles subject to monitoring under the act.

Accordingly, the domestic steel industry urges this Committee to re 
quest the U.S. Department of Commerce to institute a monitoring 
program for ferrous scrap as provided by law. We believe the intent 
of the Congress was set forth in section 3(c) (1) to require the monitor 
ing of exports of sensitive commodities subject to short supply or in 
flationary price increases—which in turn may have a serious adverse 
impact on the economy. Moreover, no adverse international con 
sequence should result, either from a monitoring program or the im 
position of export controls.

Ferrous scrap is essential to the domestic steel industry, but I'd like 
to point out it's especially critical to electric furnace shops where 100 
percent or close to 100 percent of the metallic import is dependent upon 
scrap and usually about 50 percent of that must be purchased. I think 
the main difference in the presentations here today is on vt'ien we pro 
vide monitoring. If we look back at what happened in 1973 and 1974 
the steel industry first requested controls or monitoring in late 1972. 
It was more than 6 months before some controls were put into effect 
and by that time everybody was so concerned and contracts were put 
far in advance that the Commerce Department did not want to limit 
shipments on those contracts. Accordingly the effectiveness of the Act 
was greatly minimized.
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Now what we are saying is that if we wait until the crisis occu™ and 
at that time start to monitor, and we will have to do that in order to get 
some qualified statistics on which to base the limitation of exports, then 
we will st&rt a crisis. Then we will start a drive to purchase ahead. But 
if before the crisis arises we institute monitoring so it becomes a con 
stant worldwide accepted fact, then the Commerce Department and 
the government can move in an orderly fashion and I believe that it 
will protect not only the steel scrap consumers but also the scrap proc 
essing industries because we both work together towu. 1 the same aim 
and that is to develop a market and to satisfy that market, nd interna 
tionally to satisfy our foreign trade partners.

Thank you.
Mr. MARCUS. Thank you, Mr. Pfeifer.
[Complete statement follows:]

STATEMENT OF THE AMERICAN IBON AND STEEL INSTITUTE
Mr. Chairman, I am Edmund Pfeifer, Director of Purchases and Traffic, Lukens 

Steel Company, and I have been asked to testify on behalf of the Committee on 
Crkical Materials Supply of the American Iron and Steel Institute. We appre 
ciate this opportunity to express our views on S. 3084, a bill to extend the Export 
Administration Act of 1969.

Steel production capacity, worldwide, is expected to rise at least 40% In the 
next decade. This will produce unprecedented requirements for ferrous metalllcs 
to meet world production needs in order to satisfv increased world steel demand 
during the 1980's. It will create unprecedented i-equirements for ferrous scrap, 
worldwide. In the U.S. purchased ferrous scrap currently accounts for about 25% 
of the combined consumption of pig iron and scrap per ton of finished steel. It is 
one of the steel industry's most essential raw materials.

The U.S. is the only major exporter to the world of ferrous scrap. Member 
nations of the European Iron and Steel Community and Japan routinely limit 
ferrous scrap exports to minimum quantities (EEC ferrous scrap exports in 1973 
were 400,000 tens; U.S. exports in 1973 were 11.2 million tons.) The steel indus 
try does not anticipate that the supply of obsolete scrap in the U.S. can expand 
sufficiently in future years to meet simultaneous peak demand for steel in the 
U.S. and in other countries.

The steel industry has recommended that trade negotiations on ferrous scrap be 
undertaken on the potential problems which may arise resulting from world 
access to the U.S. scrap supply, the only such source available. It has also been 
recommended that a study of the potential increase in world ferrous scrap 
demand, and the potential sources of supply, worldwide, be conducted by the Gen 
eral Agreement on Tariffs and rrv-ude (GATT) within the context of the Multi 
lateral Trade Negotiations (MTN) The objective is to determine the potential 
gap between the supply of and demand for purchased ferrous scrap which may 
exist in future periods of peak world steel demand.

Because the statutory criteria set forth in the Export Administration Act were 
satisfied, and the U.S. imposed export controls on ferrous scrap for a year and a 
half—from mid-1973 through 1974. Notwithstanding this action, approximately 
11.2 million tons were exported from the U.S. in 1973, a new record, and 8.7 mil 
lion tons in 1974, a level higher than the 10-year average of 7.3 million net tons, 
(v the 1970-72 three-year average of 8 million tons. (Table I attached.) During 
1973-1974, the tight supply of ferrous scrap was reflected in unprecedented sharp 
increases In scrap prices in the U.S. and worldwide. Despite the imposition of 
scrap export controls, domestic steel and foundry consumers of ferrous scrap in 
curred additional costs for purchased scrap in 1973-1974, estimated to be in a 
range of $3 billion to $4 billion more than they paid for comparable tonnages in 
1972.

Demand for scrap, worldwide, declined in 1975 as the worldwide business down 
turn affected the world steel Industry. Domestic consumption of purchased scrap 
fell by an estimated 28.3% in 1975, to about 37 million tons. Foreign purchases, 
which were limited to 8.7 million tons in 1974 under U.S. export controls, rose in 
1975 to 9.6 million net tons, a surprising increase of 10.3% in a year of low world 
demand for ateel.
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Scrap priced have again started an upswing in conjunction with the current 
general economic upturn. Prices of scrap from Uie beginning of this ytar bavc 
risen 32%, and a 48% gain has been registered since November 1OT6. Accordingly, 
the steel industry believes the ferrous scray problems is likely to recur, the time 
span for recurrence dependent upon the sp«>»d with which the world steel industry 
re'urns to higher levels of production. The Industry has therefore recommended 
to U.S. trade negotiators tl.at the U.S. advise its trading partners that at Home 
future date existing domestic atatute may require imposition of export control* 
on ferrous scrap, should work wide demand for ferrous scrap cause a serious U.S. 
scarcity, or a domestic inflationary impact—deemed unacceptable under the stat 
utory provisions of the Export Administration Act. The steel industry recom 
mends that prior to the development of a new crisis, consultations on ferrous 
scrap commence within the framework of the MTN to achieve » longer term 
objective, namely to identify the scope cf the future ferrous scrap supply problem, 
and to study potential longer term solutions. Nations will continue to act under 
their national or bloc short supply statutes, to alleviate domestic short supply 
problems. But this does not solve these problems over the long term, nor alleviate 
international frictions associated with the use of these statutes.

It would be shortsighted for foreign users of U.S. ferrous scrap to plan new 
production facilities based upon unlimited future access to U.S. ferrous scrap 
supplies when the U.S. ferrous scrap supply/demand balance may preclude or 
limit buoh access. It would be derelict of U.S. negotiators not to raise this issue 
in the MTN, as a problem whose possible solution is in the longer term interest 
of foreign users.

An additional recommendation of the steel Industry centers upon Section 3 C 
of Public Law 03-500 (Export Administration Amendments of i974) which states: 
"(c) (1) To effectuate the policy set forth in section 3(2) (A) of this Act, the 
Secretary of Commerce shall monitor exports, ind contracts for exports, of any 
article, material, or supply when the volume of such exports in relation to 
domestic supply contributes, or may contribute, to an increase in domestic prices 
or a domestic shortage, and snob price increase or shortage has, or may have, 
a serious adverse impact on the economy or any sector thereof."

The Act further states: "(b)(l) The quarterly report required for the first 
quarter of 1975 and every second report thereafter shall include summaries of 
the information contained in the reports required by section 4(c)(2) of this 
Act, together with an analysis by the Secretary of Commerce of (A) the impact 
on the economy and world trade of shortages or increased prices for articles, 
materials, or supplies subject to monitoring under this Act, (B) the worldwide 
supply of such articles, materials, and supplies, and (C) actions taken by other 
nar-ons in response to such shortages or increased prices."

G^ven the major and in our judgment near-term potential for future scrap 
shortages, ferrous scrap should qualify for monitoring under the criteria in the 
Export Administration Act set out above. It should be noted that such a monitor 
ing program would require analysis of the Impact en the economy and on world 
trade, of shortages or increased prices for articles subject to monitoring under 
the Act.

As the potential for recurrence of the problem is high, and ferrous scrap has 
been the only industrial commodity under recent statutory export control, moni 
toring should be viewed by domestic government agencies, and U.S. frade negotia 
tors as an opportunity to develop additional essential information and analysis. 
Monitoring exports provides a data base for early warning of serious Impact on 
the U.S. economy—while there is still time to act effectively to prevent or, 
at least alleviate that impact. Had monitoring occurred when the industry 
requested it in late 1972, the U.S. could have limited exports !n 1973 to the 
more acceptable Itvel that occurred in 1974, easing the impact of the purchased 
ferrous scrap shortage on the U.S. economy in these two years.

Accordingly, the domestic steel industry urges this Committee to request the 
U.S. Department of Commerce to institute a monitoring program for ferrous 
scrap, under section 3fc) of P. L. 93-500 (Export Adminlstxation Amendments 
of 1974). We believe the intent of the Congress as set forth in section 3(c) (1) 
is to require the monitoring of exports of sensitive commodities subject to 
ehort supply or inflationary price increases—which in turn may have a serious 
adverse impact on the economy. There is little validity in assertions that ferrous 
scrap does not fit this category. Moreover, no adverse international consequence 
should result, either from a monitoring program, or the imposition of export 
controls. The United Kingdom, for example, routinely controls the amount nf
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ferrous scrap which is exported. Canada also has a continuing export control 
program for ferrous scrap. Therefore, ample precedent exists for U.S. monitor- 
Ing action on ferrous scrap.

Ferrous scrap IB essential to the domestic steel Industry. It makeu up almost 
one-ha'f of tbe total metallic input used in Bteelmaklng. The balsno; primarily 
comes from pig Iron, produced In blast furnace*. The Industry generates a large 
amount of scrap from Internal sources, however, it Its heavily dependent on scrap 
processors and other outside sources for the balance of its needs. This dependence 
is especially critical for electric furnace plants which account for about 20% of 
raw steel production in the United States. Their metallic Input is almost 100% 
wrap.

Ferrous scrap also represents a tremendous national source uf energy. The 
substantial energy units necessary to convert iron ore into iron, and thereafter 
into steel are saved through the use of steel scrap as a raw material input in the 
steelmaking process. Because of the major dependence of the steel Industry and 
in particular its electric furnace operations on an adequate supply of ferrous 
scrap, we urge this Committee to support our request for a monitoring program 
for this commodity, For the future—if the country is to have an adequate steel 
supply in periods of high world steel demands—it must have an adequate scrap 
supply. Other r.atlons see to their needs. In these circumstances, the U.S. should 
have no hestitation in Imposing controls on the export of ferrous scrap. We 
hope this Committee will support such a policy. Thank you.

APPENDIX
Recently the U.S. Government made a statutory determination that ferrous 

scrap is a scarce material; that an excessive export drain was occurring; and 
that foreign demand was causing a serious Inflationary impact In the U.S. Exports 
of ferrous scrap were therefore controlled by the U.S. Government over an 
extended eighteen-month period (July 1973-December 1974). Prior to the impo 
sition of these controls, the Secretary of Commerce was required by statute to 
make a determination that such controls were necessary "to protect the domes 
tic economy from an excessive drain of scarce materials nod to reduce the serious 
Inflationary impact of (abnomal)' foreign demand". After many months of 
exhaustive analysis and aaia review (see Table I for pertinent data on ferrous 
scrap) Involving the industries affected, and after U.S. Government interageucy 
and foreign consultations, export controls on ferrous scrap were Imposed by the 
U.S. Government, inasmuch es the statutory criteria for imposition of export 
controls were met and there was uo option under law but to impose such controls. 
Allegations that there* did not occur and excessive drain of octree materials during 
this period, and that there was no serious Inflationary Impact, having no stand 
ing, since an affirmative Executive Branch statutory finding did occur with 
respect to these points, neither reversed by any U.S. court, nor by the Congress.

In 1973, scrap prices rose 55% from the average level which occurred in 1972. 
This increase produced only a 13% Increase in supply. (Table II) In 1974, scrap 
prices rose 19(KC imm the 1072 price level, producing only a 22% Increase in the 
1974 supply, over the ,'972 supply level. The supply of obsolete scrap In the U.S. 
economy, often described as a huge reservoir readily available for use, proved 
relatively inelastic in terms of Its ability to genei'ite additional tonnages in 
response to massive Increases in the market price of B rap, during 1973 and 1974. 
This is directly relevant to ferrous scrap trade policy, as adequacy of domestic 
supply and the Inflationary impact of price increases are factors pertaining to the 
imposition a.' ferrous scrap export controls, which in turn affect the access of 
foreign purrchasers to the U.S. scrap supply.

1 The word "abnormal" wag eliminated In the revised version of the Export Administra 
tion Act of 19«ft which wa« anprovpd hv the Consrr'^s In 1S74. Thus normal ferelitn dom&ud 
may now be the basis >r the Imposition of export controls—If the other criteria in the 
statute ere also met.
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1972..............
1973.............
1974.............

1972........ ....
1973.............
W74...... .......

385

TABLE 1!

Approxfmtt* prk« Percentaie In- 
No 1 henvy melt- creese in price 
in( '.p« n«t ton; from 1972 lew!

.................. »3 ..................
. ............ 51 45

.................. 96 190

S.-.rm -urchased 
by domestic 

user* (millions 
of net tons)

....... ......... ................. 41.8

......................... .......... 44.7

................................... . 51.5

Total purchased 
scrip shipments, 
Including eiports 

(millions of 
ntttont)

49.2
55.9
60.2

Apprnximite price 
(pw ton nit)

133
51
96

Percent increase 
in supply from 1972 

level

13
22

Estimates steel 
and foundry 

industry 
acquisition 

costs for 
pin-chased scrap 

(billions of 
dollars)

$1.4
2.3
4.9

Source: Prices: American Meta! Market Scrap Shipments: Bureau of Mines.

Mr. MAHCUSS. Gentlemen, as you both probably know, the present 
provision regarding the monitoring of the exports of materials which 
may be in short supply was introduced in 1974. The purpose of that 
provision was to expand and improve the Department of Commerce's 
ability to forecast a developing short supply situation so that it did 
not find itself in a continual crisis situation.

As you also know, the scrap steel issue is one which has been dealt 
with in a crisis atmosphere on many occasions in the past.

The question I have is what contact and communication is there 
between the Government, the Commerce Department, and private in 
dustry for purposes of determining what the prospects are for future 
scrap supply and demand and price trends. In other words, does the 
Government keep in close touch with industry, both scrap users and 
scrap producers, for purposes of determining what ->roducnon fore 
casts are and what demand forecasts are and what pi ce trends are 
likely to be?

Mr. PFEIFEK. Well, the Commerce Department has a i industry ad 
visory committee and in that context this subject has been discussed. 
The Commerce Department has talked with each industry separately 
and brought us together and are looking at various approaches to 
ameliorate the consequences of short supply.

We also speak independently and we have this difference of opin 
ion. We feel that certain information should be gathered. Now cur 
rently the Commerce Department I think is doing a more thorough 
job than I have ever experienced in trying to detennine what supply 
is available, what inventories are developing, and what are the price 
trends.

What we do not have is timely ir formation based on fact. By the 
time the information comes through the census department 2 to 3 
months have expired. Thev are attempting to shorten this time by as 
far as American Iron and Steel Institute is concerned asking 'Jhem for 
certain statistics which will be forthcoming as soon as a system can 
be developed.
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My point is that I don't think we have a formal monitoring pro 
gram. You have to do more than just go out and look at scrap yards 
and look at steel industry plants to see how much inventory they have. 
You have to do more than just monitor the exports of 3 months ago. 
You have to get some specific program where you determine what is 
going to cause a problem, what constitutes a shortage, what consti 
tutes a price that's too high, how much scrap should be shipped to our 
foreign trading partners, and how much scrap should be re=°,rved for 
domestic supply. And if we resolve these through mutual discussions 
before the crisis arrives, I think we will be much better off and the 
only way you will force yourself to do it is by setting up formal 
monitoring.

Mr. MARCUSS. Well, you seem to be reasonably satisfied with the ef 
forts which the Commerce Department is now making. You suggest 
that the Census Bureau information lags and therefore the data may 
not be adequate, but are you satisfied witL the efforts that are now be 
ing made, short of the institution of a formal monitoring program?

Mr. PFEIFER. Yes, but the point you make, short of a formal mon 
itoring program, is very important. I believe the Commerce Depart 
ment is very much concerned and I believe they are making every 
effort to satisfy the requirements of the act, short of monitoring. We 
believe that monitoring should be instituted and that we should face 
the problem now and determine what criteria should be followed so 
that also the foreign countries know that something will be done. It's 
really not right toliave them and to have our State Department under 
the pressure when a crisis does develop, and look at what's happening 
to the scrap last year; look at th« countries it's going to. Japan, the 
largest consumer, has dropped considerably. Now when they come 
back in the market alon'r with the developing countries—so I am rea 
sonably satisfied, no. I believe the problem should be faced and formal 
monitoring should be instituted.

Mr. MARCUSS. I will comeback to that in a minute.
Mr. Schapiro, let me ask the same questions of you. What csntact 

or '^mmunication do you have with the Commerce Department for 
pu- 4 oses of advising them of the developing demand and price situa 
tions? A.nd ii that contact is adequate from your pcmt of view.

Mr. CUTLER. Mr. Chairman, perhaps I might answer that question 
because I deal with the subject on almost a day-to-day basis. Before I 
do, though, T think it is important to separate or differentiate or 
articulate at least what monitoring means.

Monitoring, in our opinion, does not mean such things as how much 
should be shipped. That's not monitoring. Or what is the proper price, 
proper in quotation marks. Monitoring is creating an awareness, an 
accounting of what's going on and what you then do with the informa 
tion so derived becomes part of the decision process as to what action, 
if any, is needed. Monitoring, from our point of view, is to try to find 
put what's going on and under the act. as Mr. Schapiro has suggested 
in his testimony, the basic criteria for monitoring deals obviously with 
the role exports play f. 1 he has di*umented that exports at the mo 
ment are playing absolutely no role in the price movements or the 
supplv question.

But to get directly to your question, yes, we are very satisfied with 
what Commerce is doin<r at the moment because, again as Mr. Scha 
piro has outlined, we believe that an informal system of data gather-
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ing, an informal system of monitoring, is far more logical and far less 
disturbing to the marketplace than a formal monitoring system. Mr. 
Schapiro documented what can happen •when you prematurely intro 
duce a formal monitoring system.

There are three Commerce activities I can speak to. I don't know 
how many other programs Commerce has, but there are three that 1 
am aware of by which they are getting the type of hard date needed, 
The programs may not be made formal or widely publicized, but they 
are developing the type of hard data that I think was in the minds of 
the Congress when it passed the concept of monitoring; the concept 
of having information. No. 1. We are on a continuing discussion basis 
with Commerce, as I presume AISI is also, discussing such factors as 
price movement, volumes, forward orders and what's happening in 
the marketplace; and that effort has been going on for years so it's 
nothing really new.

The second thing, which is rather new. is visits of senior Commerce 
personnel to scrap plants to see the fact that there is inventory and to 
see the order hooks both domestically and foreign as well as to see 
inventories at steel mills and foundries. There are, as I say, senior 
Department of Commerce personnel now on the road for such pur 
poses. This week visits -will be made in the three cities from which 
the composite that everybody talks about is derived—Chicago, Pitts 
burgh, and Philadelphia. The Department of Commerce will have 
onsite visitations and obviously onsite impressions of what's going 
on. I think that's a major step forward and one that hasn't been done 
previously.

The third program is a voluntary input of data dealing with for 
ward positions, forward orders, in the export market which are volun 
tarily being provided by scrap exporters to Commerce on a confiden 
tial basis. In other words, scrap exporters on a voluntary basis, are 
sharing with Commerce their forward order export bookings so that 
this information is being provided informally without the many nega 
tive aspects of a formal mrnitorms: program.

Mr. MARCTJSS. How would a formal monitoring program differ?
Mr. CUTLER. It would set off warnings all over the world that Com 

merce, if it followed past procedure—we had a lag last time of 2 
months—would 2 months after monitoring, institute controls. That's 
the thing to f^ar. We think formal monitoring would tell the world 
to begin position buying, to meet the necessity to get in line, because 
if they're going to allocate, dbviouslv if you have an order on the 
books it's going to have some sort of priority over the buyer who comes 
later on.

Mr. MARCTJSS. But your concern is with the signal which the institu 
tion of the formal monitoring program might send?

Mr. CUTLER. That's correct.
Mr. MARCUSS. But do you contend that the, information that's now 

made available to the Government by virtue of this informal monitor 
ing program is equal to what the Government would obtain if it were 
to institute a formal monitoring program ?

Mr. CUTLER. I don't know what all the parameters of a formal 
monitoring program wonld be. but from the point of view of what 
Commerce would need and what they have asked to be provided 
voluntarily, it would seem to me to bo exactly the same information 
level.
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Mr. MARcues. Lei me then turn that question to Mr. Pfeifer and see 
if he agrees. What would a formal monitoring program consist of as 
contrasted with the informal monitoring program that is now cur 
rently in effect?

Mr. PFEIFER. Well, you have hit on the very key point. If we are 
going to have to institute controls at some time, are we going to do it 
only on the basis of formal monitoring or will we accept the informal 
monitoring of today as the basis ? I think we will require solid, formal 
facts.

So if we have to do that, then if we have to determine under what 
circumstances we would limit exports, then we come back to deter 
mining what information we gather and I think that is the main 
thing. What are we supposed to be gathering now in order to deter 
mine what moves we> make later? I think only the Commerce Depart 
ment can answer that in consultation with others.

I think Mr. Collins would like to add to that.
Mr. COLLINS. Mr. Chairman, I think there is a key fact here. The 

formal data that, comes from the Commerce Department generally 
from the Bureau of the Census, generally has a time lag of 60 to 90 
days. Now if the formal monitoring were instituted, there would be 
formal data almost 6 months ahead of time concerning—and I refer 
again to the language of the act—shall monitor exports and contracts 
for exports, et cetera.

There would tie at least a 6-month advantage which we think is 
crucial to a determination as to whether an increase in world steel 
demand producing an increase in the demand for scrap worldwide 
will become a national problem in this country.

Mr. MARCUSS. Mr. Schapiro says that the order books are exposed to 
the Commerce Department. So if that's true and if it's comprehensive, 
we apparently know a great deal about the scrap situation.

Mr. COLON'S. You heard much testimony this morning concerning 
the way in which export control decisions are formulated in the Fed 
eral Go\wninent and there are interagency committees who meet and 
discuss for many weeks and in some oases months any decision of the 
kind that we are discussing here today, and I doubt very much that 
any informal data program would suffice for the kind of decision that 
must be made through a working level interagency committee and 
then a senior level i nteragency committee on the question as sensitive 
as the control of exports of scrap from the1 United States. As a matter 
of fact, the steel industry believes that tnis is such a long-term struc 
tural problem, as Mr. Pfeifer has indicated, that we are trying to get 
this considered in the* GATT so exacerbation of the trading relations 
with American trading partners who buy our scrap does not continue 
through periodic waves of export controls rather than to have a dis 
cussion in GATT and m other international forums.

For example, we propose to study in the Economic Commission for 
Steel in Europe of the supply and demands for scrap through the 
early 1980s to determine what the gap would be between the capacity 
that will be installed, the unnecessary purchase that will be required 
to run that capacity, versus the available supply in the other countries 
and in the United States. So that the problem could be discu?sed in an 
international context, of amity and so that the point could be made 
to the trading parners of the United States that other developed
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countries cannot control the exports of their scrap and then object, as 
they do, when the United States controls the exports of its own scrap 
when it's necessary to maintain an adequate supply for the domestic 
economy.

Mr. MARCUSS. What has been the response of the American repre 
sentatives in the multilateral trading negotiations?

Mr. COLLINS. The response in ECE has been favorable. The MTN 
negotiations are proceeding at a very slow pace, Mr. Chairman, and 
we believe that this issue and it's a very important issue in the MTN 
concerning access to supply, will become a major topic of the trade 
negotiations. It has not yet come to fruition in Geneva yet.

Mr. MARCUSS. I have one more question on the data. I think you 
indicated, Mr. Schapiro, that current levels of exports does not indi 
cate an adverse impact on the availability of domestic supplies and 
domestic prices. Yet I look at the table supplied by the Iron & 
Steel Institute. Perhaps you have access to it there. It indicates for 
1975, at least on an estimated basis, that exports as a percentage of 
total shipments are over 20 percent. Now 1975 was still a recession year 
worldwide. Yet exports are up significantly from 1974 and are as high 
as they have ever been except for 2 years over a 12-year perioJ. How 
do you square that figure with your assertion that there isn't a sig 
nificant domestic impact from foreign demand ?

Mr. SCH/. •*>TRO. You were inquiring about the year 1975, the 20 per 
cent of the total amount of scrap purchased by the export trade ? 

Mr. MARCUSS. Yes, sir.
Mr. SCHAPIRO. In 1974 there was an extremely high production of 

scrap and coming off of the 1974 year, where, the total purchased scrap 
shipments were 60 million tons, we dropped down to 1975 where there 
were only 45-46 million tons purchased. What had happtned in that 
particular year was that a slightly higher report figure was recorded 
than in 1974 while the domestic demand decreased from 1974, thus 
change in relative importance of exports occurred.

Mr. MARCUSS. So what you really need to do is to relate fig 
ures to the total production. Is that what you're suggesting, to get a 
different——

Mr. Ctrrtii't. Mr. Chairman, I think we're mixing two different 
time periods. Mr. Schapiro's statement, particularly on page 4, says 
the export market is weak at the present time. I think that was his 
'•eference and since the request is for monitoring under these condi 
tions, there is no possible way to relate exports to any of the current 
phenomena of supply or price—there is no demand for export at the 
moment and the annualized rate of the January exports is not only 
less than 197f,, but actually less than the control year of 1974. 

Mr. MARCUSS. So your reference is to 1976 ? 
Mr. CUTLER. Yes.
Mr. PFEIFER. Mr. Chairman, I would like to again point out that at 

that 20 percent the shift in the foreign countries taking and using 
that scrap is very noticeable. The increase was: Spain up 90 percent. 
Mexico, 35 percent, and all other countries up 99 percent. The big 
industrial users, the usual people such as Japan, Canada, Taiwan are 
all down. Now when that increased demand comes from those indus 
trialized nations, that's where we're going to have a problem.

Mr. MARCUSS. Of course, the decision to monitor is one that the 
executive branch makes under the statutory criteria.
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Are you suggesting that a change in the law is necessary at this 

point?
Mr. PFF.IFER. No, sir. The implementation of 'he law is our concern. 

We'd like the Commerce Department to step in with a formalized 
program of monitoring and basically, again, in order to do that they 
would have to state what their objectives were so that both consumers 
and producers would know the direction they were going to go. There 
would be no apprehension or speculative buying.

Mr. COLLING. Mr. Chairman, on that score, we think the language 
of the act is quite explicit and quite comprehensive. The Secretary 
of Commerce shall monitor exports and contracts for exports when 
the volume of such exports in relation to domestic supply contributes 
or may contribute to an increase in domestic prices or a domestic 
shortage. That's pretty comprehensive language and we think the 
current situation respecting an increase in scrap prices fits under the 
criteria set forth on the monitoring and I would add that if scrap for 
which demand is volatile as is steel demand which is extremely mate 
rial, which in 1974 was at the highest level of history and in 1975 at 
the lowest level of history in this country and worldwide—scrap 
follows that demand and I think that if one pays careful attention 
to the language in the act and looks at the history of the problem of 
scrap, that if scrap is not qualified under the language of the act, I 
don t believe any industry is.

Mr. CUTLER. Mr, Chsirman, three brief comments. First, I would 
like to applaud the Government's data gathering system, an acknowl 
edgement which apparently hasnt been widely supported all morn 
ing, in that the census data on exports are available only 26 days 
after the fact. They are m; 4 to 6 months late. In ther words, we will 
know on Friday the 26th of March what the February exports were 
so that we don't have this horrendous lag that you might get the 
impression occurs. We know within 26 days what happened the prior 
month.

The second thing I would like to suggest is that following the 
informal procedures—three of which I know of and I don't know 
how many others Commerce is involved in—following those informal 
procedures and not formalizing the monitoring, and then coming to 
the conclusion by that informal monitoring that there really was no 
basis to undertake formal monitoring, avoids all of the problems that 
Mr. Schapiro has mentioned.

On the other hand, if the informal system shows there is need for 
formal monitoring, the data base has already been developed. So it 
seems to me by doing it informally you have moved forward in the 
direction of obtaining the data that these gentlemen were talking 
about with minimal_or no disruption.

The third thing 1 want to suggest is that we are in total agreement 
that there should be international evaluation of this matter. Not only 
did I go to Geneva 4 weeks ago to appear at the very meeting of the 
Economic Commission of Europe noted previously to work with the 
Commission on the type of scrap study that these gentlemen are talking 
about, but the scrap industry's presentation before the special trade 
representative stated that the MTN negotiations should include an in 
ternational code on export controls. So we agree fully on those issues. 
All we are suggesting—and you almost find it in Mr. Pfeifer's state-
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ment—is that this Government should make sure as it moves forward 
that potentially positive long-run solutions are not destroyed. If there's 
an informal way to do it without disruption, the data are there and can 
be acquired so why not do it that way ? Thank you, Mr. Chairman.

Mr. MARCUS. Thank you. You have all been very helpful. I think 
it would be very helpful for the record to show, if it doesn't from your 
prepared statements, what you, Mr. Pfeifer, regard as the essential 
components of a monitoring program and what you gentlemen both 
regard as the existing informal monitoring program from your per 
sonal perspectives. If you would supply that for the record that would 
be helpful.

Well, unless you have anything further to add, I think we will 
adjourn these hearings.

[Whereupon, at 12:40 p.m., the hearing was adjourned.]
[The following information was received for the record:]

iN&ttTTJTEOF SCRAP IBON AND STEEL, INC.
Washington, D.C., April 1, 1976. 

Re Export Administration Act—Department of Commerce Informal Monitoring
Program.

Mr. STANLEY MABCUSS, 
Counsel Subcommittee on International Finance, Senate Committee on Banking,

Housing and lirban Affairs Washington, D.C.
DEAR ME. MABCTJBS : In accordance with your request during the hearings on 

the Export Administration Act last week, we are supplying you with our im 
pressions of the Department of Commerce's informal data gathering activities 
concerning the ferrous scrap market.

Initially, I would like to reiterate the Institute's position made during the 
hearing that there is no basis for formal monitoring under the law at the present 
time and that Institution of such monitoring would serve only to disrupt un 
necessarily the current market.

As noted during the hearing, the Department of Commerce currently is engag 
ing in an extensive informal data gathering program. The ferrous tcrap processing 
industry accepts and supports voluntarily this informal program because it be 
lieves the Department of Commerce should know as much as possible about the 
ferrous scrap market. The present informal system consists of at least the follow 
ing steps of which the Institute has knowledge. First, the Department engages 
in on-going discussions with the Institute concerning the status of the ferrous 
scrap market. Second, high level representatives of the Department have visited 
and are visiting scrap processing yards, steel mills and foundries to secure an 
impression of current supply and inventory conditions. Third, scrap processors 
voluntarily are supplying the Department with information about forward export 
orders and export shipments.

Congressional concern, when it legislated formal monitoring, was that the 
Department of Commerce have sufficient information upon which to base a de 
cision to impose esport controls. The Department is keenly aware of the current 
status of the ferrous scrap market and has been following economic conditions 
in this industry on a detailed basis for years. It currently has sufficient informa 
tion upon which to base decisions as to whether the criteria for Imposition of 
formal monitoring exists.

It is important to note that during the period when formal monitoring of 
ferrous scrap existed the information included (1) forward export orders and 
(2) shipments (the same Information now being supplied to the Department of 
Commerce on a voluntary basis by the scrap processing Industry).

Accordingly, the Institute sees no basis for revision of the current law. 
Very truly yours,

HEBSCHEL CUTLER.
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LUKENS STEEL Co., 
OoatesviUe, Pa., April 9, 1976. 

Mr. J. F. COIXINB, 
Senior Vice President, Critical Materials and International Trade, American

Iron & Steel Institute, Washington, D.C.
DEAA JIM : Attached is what I believe should be the report from the A.I.S.I. 

aa requested at the end of the Senate Hearing. You will note that Marcus asked 
for two things:

(1) What we believe to be the existing monitoring program.
(2) What we believe to be the essentials of a good monitoring program. 
Since I will be away on vacation, please feel free to alter as you see fit. 

Sincerely yours,
EDMUND PFEIFEB.

APBIL 6, J.976. 
ADLAI E. STEVENSON, III,
Chairman, Senate Banking Subcommittee on International Trade, Committee 

on Banking, Housing and Urban Affairs.
At the Committee Hearing on March 23 in the Senate Office Building, the act 

ing Chairman suggested at the close of the meeting that we submit a statement 
indicating what we believe are the essential components of the monitoring pro 
gram and also what we believe to be the existing informal monitoring being done 
by the U.S. Commerce Department.

We have not seen any reports submitted by the U.S. Commerce Department 
as outlined in the Export Administration Act of 1969 as amended. From discus 
sions with the Commerce Department we understand that they review the 
monthly Mineral Industry Surveys issued by the Bureau of Mines which show 
the U.S. receipts, consumption and Inventories of carbon ferrous scrap by grades 
as well as those exported and the foreign countries.

The American Iron & Steel Institute, at the request of the Commerce Depart 
ment, has again started to provide a monthly report of purchased scrap receipts. 
The report is broken down by grade, net tone received and the price of each 
grade. It also Indicates the total scrap inventories at the end of the month and 
equates that to the number of days supply at current operating rates.

At the hearing a spokesman for the Institute of Scrap Iron and Steel in 
dicated that exporters were supplying the U.S. Commerce Department with con 
tract information for exports In the future.

We also know that the Commerce Department is sending a representative 
around the country for on the spot surveillance of scrap inventories and there 
may be other steps that they are taking in the surveillance procedure of which 
we are not aware.

We feel that the above information is neither timely nor adequate for the 
ruoniu>r!r>g designated in the Act, nor does it provides a base for the timely 
execution of export controls should they become necessary.

We feel that the essential components of any monitoring program must include 
those that would be needed by the Commerce Department and the associated 
interagency consultants to determine when, how, and to what extent export 
controls should be implemented. We believe that Included in that information 
would be the following: 
1 From Scrap Exporters, Trading Houses, and Brokers

(a) Sales (Weekly)
1. Contract identification number
2. Quantity
3. Grade
4. Price F.O.B. Ship
5. Destination by country
6. Shipment month
7. The port from which shipment is to be made
8. Quantity covered by either inventory or existing domestic purchases.

(b) Shipments (Weekly) The same information as above with the inclusion 
of an additional item which would request the week in which the sale 
made and/or reported.

(c) Unshipped Export Orders (Weekly)
1, This would be a detailed recapitulation of all outstanding orders and 

would include the reporting on each order of all the information 
specified in (a) above under Sales.
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2. From Scrap Processors, Steel Mills and Foundries

(a) receipts (monthly)
1. Quantity
2. Grade
3. Price

(b) Shipments or consumption
1. Quantity
2. Grade 

(e) End of month Inventories
1. Quantity
2. Grade
3. Days supply

3. From Embassies Abroad (Monthly)
(a) Short and long term requirements
(b) Quantity
(c) Grade

Some of the above information Is currently being gathered on a monthly basis, 
but it is not timely, i.e., the April 2, 1976 report of the Bureau o? Mines pro 
vides January, 1976 data. A monitoring program would make It mandltory that 

•the reporting be provided directly to the Commerce Department on a current 
basis.

We appreciate the opportunity of expressing our views and would be pleased 
to provide any further information you may require.

JOHN F. COLLINS, 
Senior Vice President.

o


